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The Plan 


Practical men, thru long experience, have discovered 
successful methods of organizing, directing, controlling, and 
carrying on the varied activities of business. 

The principles underlying these successful methods have 
now been determined, verified by investigation in every 
phase of business practice, organized, and so presented and 
illustrated by the LaSalle Problem Method that they can be 
quickly grasped and readily applied by everyone in business. 


This plan affords a complete executive training to those 
desiring it, while to those experienced in management it sup- 
plies a valuable reference and consultation service. The 
complete Training Plan and Service includes: 

100 Executive Manuals (bound in 48 volumes) which state, 
explain, and illustrate the fundamental business principles 
as applied in actual business practice. 

100 Special Problems selected from a wide range of busi- 
ness experience and so organized that their solution develops 
greater ability in the practical application of fundamental 
principles. 

Instruction and Consultation Service given by men 
whose special training and business experience enable them 
to supply personal help and individual counsel and advice. 
100 Executive Reports which analyze the situation as 
presented in each Special Problem, clearly illustrate the 
application of the principles involved, and serve as general 
reference reports. 

Confidential Reports on personal business problems pre- 
pared by the Research Staff of LaSalle Extension University. 
24 Lectures selected by individual choice from a broad 
series covering selling, accounting, banking, retail mer- 
chandising, etc. 

A Monthly Business Bulletin which analyzes the current 
trend of business conditions. 

Personal Efficiency, a monthly magazine of better business. 


To assist you in getting the utmost personal benefit that 
a full utilization of this Plan makes possible, the Instruction, 
Consultation and Research Staffs of the entire University are 


available at all times. 
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APPLYING BUSINESS PRINCIPLES 
Part I 
Success In Business 


I’ BUSINESS experience in the past teaches us any- 
thing at all, it is that no man in business can gain 
success for himself alone. 

We succeed by helping others to succeed. 

The successful business man supplies a product or a 
service at a price or cost that yields a satisfactory profit 
or benefit or advantage to all who buy his product or 
service, as well as a satisfactory profit to himself and 
his business. 

In other words, there is a two-way profit. This is one 
of the fundamental principles of success in business. 

The true measure of any man’s success is the extent 
to which he is able to help, and does help, in render- 
ing a worth-while service with a satisfactory two-way 
profit—one to himself and the other to those he serves. 

Carrying this principle a step further, we find that it 
applies to a department or division of a business, as well 
as to the individual; for a department or division is just 
a means of enlarging or multiplying the service of the one 
in charge. In this multiplying process the department 
manager must utilize the time, the skill, and the energy 
of his workers so effectively that his department earns 
back their wages or salaries plus a profit for the business. 

What applies to the individual and to the department, 
applies also to business broadly. The basic function of 
every business enterprise is to supply others with a prod- 
uct or a service that they want or need, at a price they 
can afford to pay, so that both the business and its cus- 
tomers gain from the transaction. 

Application of this simple two-way-profit principle is, 
in fact, the underlying cause of the development of all 
business enterprise. 
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Profit Is a Matter of Management. This seems so sim- 
ple that we may find ourselves asking: After all, why 
should business success be so difficult to achieve? 


More concretely, why is it that some business concerns 
in a particular line succeed while others in that same line 
fail or, at best, struggle along year after year earning a 
meager return on the time and energy and capital they 
are utilizing? 

The answer is that the more successful concerns are 
well managed, while the others are not. Then, what is 
the difference between the well managed business or de- 
partment and the less successful one? 

It is a difference in men, and this difference in men 
centers mainly in the fact that— 

The responsible executive of the successful business 
or department has learned how to utilize the knowl- 
edge and experience of other men, as crystallized in 
principles of successful management. 

All thru this training service you will come upon prin- 
ciples—principles of economics, of advertising and selling, 
of production, of financing, of statistical control, and of 
managing men; each principle a definite guide to effective 
action in handling practical problems of business manage- 
ment—the hard-earned experience and knowledge of gen- 
erations of successful business men, boiled down to what 
might be termed “fundamental working rules for business 
success.” 

To recognize these principles is the first step toward 
greater success in business. To study them until you 
understand them—to make them a definite part of your 
business equipment is the second step. To know how to 
apply them in the practical management of a business is 
the third step. 


Just What Is a Business Principle? In order that we 
may better understand the true meaning and significance 


of a business principle, let us take an example from a 
great game that we all know how to play. 
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Did you ever see a good baseball coach training his 
men in the technique of the game? The reason he is a 
good coach is because he knows how to apply principles. 
If his team is in the field or at bat, he wants each man 
to choose to make the surest play whenever there is a 
choice of two or more plays that could be made in any 
one situation. That is the principle. It can be stated 
as follows: 

If either one of two or more plays would give the 
same result, use the play that is easiest and surest to 
make. 

In applying this principle, suppose there are two 
“outs,” with a runner on third base waiting for a chance 
to score. Your team is in the field. A ball is hit to your 
third baseman. He can throw to first base or to the 
home plate. Which will he do if he applies this princi- 
ple? He will throw to first base and make the third 
“out” that way because it is the surest and safest way 
to make the “out.” If he threw to the home plate, the 
- catcher might not be able to touch the runner out, and 
the run doesn’t count if the batter is thrown out at first 
base to make a third out, while the first baseman, of 
course, does not have to touch the runner out as does 
the catcher. 


The Advantages of Applying Principles. It is plain that 
understanding and applying the principle just mentioned 
does away with delay thru indecision on the part of the 
third baseman as to what is the best thing to do in situa- 
tions of that kind. That is a great advantage to the man 
who can make decisions in the light of basic principles 
which guide him straight to the right course of action. 

The application of principles in business practice is 
a practical means of saving time as well as of avoid- 
ing errors and simplifying the work. 

Applying principles also saves worry over whether or 
not we are doing the right thing, and strengthens our 


self-confidence. 
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It is plain, in the baseball case just cited, that if the 
players as well as the coach understand the underlying 
principles which apply in winning ball games, they will 
be more likely to do: the right thing whenever it is up to 
them to choose between two or more possible plays. It 
is the same in the game of business, where success also 
depends largely upon the performance of individual 
“players,” who are daily called upon to make decisions. 


The Application of Principles. In overcoming any dif- 
ficulty, the first step is to uncover the fundamental cause 
of that difficulty. 


That is one of the elementary principles of business 
success. We recognize this readily enough, and it is easy 
to understand. Now let us apply it, and we shall see 
that it is not an academic statement, but a working 
principle. 

A certain packing company, which for present purposes 
we will call the Moody Packing Company, faced receiver- 
ship. The company had been established by John Moody, 
who had made a remarkable record as a salesman for a 
competing packing company. Applying himself enthu- 
slastically to the selling of his own products, he succeeded 
speedily in building up a very large volume of sales for 
his new company. The success of the Moody Packing 
Company was the talk of the industry. 


But one day the report went around that this company 
was in trouble. The situation was so serious that the 
banks and other creditors had to put in a man to make 
a survey and recommend what should be done by way 
of reorganizing the business. The man selected was 
James Armstrong who had earned a reputation for 
knowing how to diagnose business ills and prescribe the 
remedy. 


The Penalty of Failure to Apply Principles. This is what 
Armstrong found: Moody, being primarily a salesman, 
had added this product and that to his line, simply be- 
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cause he could sell it, until finally there were far too 
many items in the line that did not sell in any consider- 
able volume. 

His production manager—a “practical” manager, but 
untrained in the fundamental principles of production in 
its relation to financing—did not realize that his costs 
were mounting far too high as a result of the frequent 
changes in operations and the many kinds of machinery 
made necessary by the growing variety of products. He 
knew little about modern cost accounting practice. 

The secretary-treasurer of the company, whom Moody 
had taken from a bookkeeper’s job because he was “a 
shark at figures,” was also untrained in the fundamentals 
of business management. He did not understand the 
principle that the rate of growth of a business must be 
kept within the limit set by the amount of capital avail- 
able for financing expansion. 


The business had been rushing ahead at full speed. An 
adequate cost system would have flashed a danger sig- 
nal. But the officers of the company, elated with Moody’s 
wonderful sales record, had been chiefly concerned with 
the growing difficulty of forcing output beyond the ca- 
pacity of the plant. They had thought that their larger 
total volume of production necessarily meant lower costs 
per unit of product. They were not acquainted with the 
economic law of diminishing returns, which recognizes 
the fact that as more and more machines are added in a 
single plant, after the normal capacity of the plant has 
been reached, the time comes when further increase in 
output can be obtained only at greater unit cost. (This 
important economic principle will be fully explained in 
following executive manuals.) 

Like many another business managed by men whose 
training is too narrowly specialized, this business had 
traveled on the brink of bankruptcy for many months 
without anyone realizing that its success was only on the 
surface. Then had come the crisis: Moody had secured 
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a big contract for.canned goods from a large chain gro- 
cery company at a very low price. This order had neces- 
sitated a sudden and large increase in production. The 
plant was already producing over its normal output ca- 
pacity. There was not time to build, nor had the com- 
pany enough capital to build; so more machines and 
more workers had been jammed into the already crowded 
buildings. 


For a short time all had gone well, but presently 
the company had found itself unable to meet its bills 
promptly, and creditors had begun to press. Yet not 
until a receivership was contemplated and Armstrong 
was put in by the creditors to make a preliminary survey, 
was the trouble uncovered. It was actually costing this 
company more to produce many of its products than the 
prices received for them. The “success” in this case had 
been all one-sided. It was merely sales success, and not 
that sound fundamental business success which earns 
profits and pays dividends. 


Constructive Application of Principles. Armstrong’s spe- 
cific recommendations for saving the Moody Packing 
Company were a constructive application of a few sim- 
ple but vital principles of profitable management. His 
recommendations included the following basic points: 


1. Discontinue the production of about one-half the items in 
the line, dropping all those items least profitable to make 
and sell. 


2. Plan to secure sales sufficient to keep the plant busy to 
full capacity, no more and no less. 


3. Install a sound cost system and watch it carefully. 


4. Keep expenses down to the lowest possible figure in all 
departments. 


5. Study out and apply to this particular business modern 
policies and methods of attaining and maintaining low- 
cost production, low-cost selling, and low-cost financing, 
based upon the application of fundamental principles. 
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6. Out of earnings, set aside a reserve for future additions to 
plant and equipment so that output can take care of en- 
larged sales without overcapacity production. 


7. Maintain the present line-up of executives, but engage a 
general manager who is able to apply the basic principles 
of profitable management in developing intelligent co-op- 
eration between the various departments, and in co-ordin- 
ating and controlling production, sales, and finances. 


Observe particularly that the seventh recommendation 
specifically provided for retaining all the old executives. 
Armstrong knew that Moody could sell, for he had 
proved it; but he needed some one over him who could 
show him how to relate his selling to production and 
finance. Armstrong also knew that the production man- 
ager was a valuable man, for he had the knack of getting 
things done; but he needed to have the activities of his 
department better related to sales and financing. As for 
the secretary-treasurer, he was trained in figures and 
knew the details of the firm’s finances. Under the direc- 
tion of a man who could show him how to plan finances 
in relation to sales and production, rather than as a sep- 
arate function, he would do well. 


The truth of the matter was, the Moody Packing Com- 
pany had been run by a group of men none of whom was 
a manager in the broad sense of knowing how to manage 
men and money and materials, and make a profit; yet 
any one of these executives could have done what Arm- 
strong did had he trained himself in the fundamentals of 
business management. 


But to have discharged these men and: started with a 
new executive organization would have been poor gen- 
eral management. The business still needed their spe- 
cialized knowledge of the working of the various depart- 
ments, their familiarity with the trade, their knowledge 
of trade customs, their acquaintance with the bankers, 
their technical knowledge of the processes of production, 
and their intimate acquaintance with the men and women 
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in the plant and office who made up the operating force. 
But all this specialized knowledge had to be co-ordinated 
and given direction. 

What Armstrong did in this case—and it should be 
stated that subsequently the business was put solidly on 
its feet—is plain enough. He applied some important 
principles of profitable management, and the first of these 
principles was one previously mentioned: 

In overcoming any difficulty in business practice, the 
first step is to uncover the fundamental cause of that 
difficulty. 

In common with other seasoned business executives 
who have earned their chevrons, Armstrong knew that to 
try to solve any business problem without first unearth- 
ing the underlying cause of the trouble is to work in the 
dark, whereas to dig down thru what might be called the 
surface causes of trouble and uncover .the fundamental 
cause often plainly suggests just how the difficulty can 
be successfully handled. 

Success in business requires cultivation of the habit of 
digging below the surface and getting down to the very 
bottom of any problem, no matter how complex or how 
simple. 


The Principle of Balanced Management. In the case of 
the Moody Packing Company, Armstrong was not misled 
by surface causes. He might have laid the blame solely 
on Moody’s over-selling, or on the production manager’s 
failure to know his unit costs, or on the treasurer’s lack 
of training in the fundamentals of finance; but he did 
not. He saw the trouble for what it was: unbalanced 
management. 


He recognized this as the fundamental cause because 
he understood another of the primary prineiples of suc- 
cessful management: 

Each department or activity of a business must be so 


administered and regulated as to be kept ‘‘in bal- 
ance’’ with the rest of the business 
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If it takes the factory too long to produce a certain 
product, orders may suddenly be canceled. The goods 
may be readily salable to other customers, but to sell 
them a second time would involve additional sales ex- 
pense which might completely absorb the profit. Mean- 
while, capital is tied up in merchandise, making more 
. difficult the financing of the business. 

On the other hand, if sufficient working capital is not 
provided for maintaining an adequate supply of raw ma- 
terials, for keeping the plant and equipment in proper 
condition, and for meeting the pay roll, production 
schedules may be seriously impaired and _ production 
costs increased. In certain industries, for example, it 
is common to arrange for a three months’ supply of 
raw materials each quarter. Were a manufacturer to 
fail to arrange for sufficient funds to finance his quarterly 
purchases, he would one day find himself with a factory 
running on short time, simply because of lack of raw 
materials. Or, if he made the mistake of investing too 
large a portion of his capital in raw materials, he might 
ultimately face the necessity of cutting down his working 
force for lack of funds to meet the weekly pay roll, in 
which case he would have capital invested in raw mate- 
rials that would be tied up for lack of labor to turn them 
into marketable merchandise. He might also lose part 
of his organization, in the building and training of which 
he may have spent years. 

And so it goes. If the purchasing agent buys raw mate- 
rials beyond the ability of the sales department to dis- 
pose of finished products, a part of the working capital 
stops working and the business is retarded. Or if he pays 
too high a price for raw materials, he makes the sales 
department’s work more difficult. 

Thus we see clearly that no department or activity of 
a business can succeed unto itself. 

Sales, production, and finance should move at the 


same speed toward the earning of profits on the com- 
plete business operation. 
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To have well-balanced business operations, it is neces- 
sary that management in each department and division 
of the business fully understand its relations to all other 
parts of the business. Each department and divisional 
manager should know the basic problems and policies of 
the other departments and divisions, as well as his own. 
This complete training in business management on the 
part of every executive in a business is required if the 
management of that business is to be fully capable of 
effective teamwork. 


Wanted—Men Who Are Broadly Trained. Nearly all 
successful business men began their business careers near 
the bottom, as office or stock boys, factory hands, drafts- 
men, bill collectors, printers’ devils, and the like. For a 
period of years their jobs were small, narrow, and spe- 
cialized. But when their latent ability to manage others 
was recognized, they were gradually given more and more 
responsibility of a managerial character; and, as they 
rose higher in their organizations, their managerial activi- 
ties became less specialized. 


In the past, as to-day, there was plenty of room higher 
up for managers whose horizon was not narrowly limited 
to one department or division of business. But their 
progress was relatively slow, because they did not have 
the advantage of an organized plan of training in business 
management. They remained in narrowly specialized 
jobs longer than is necessary to-day, for now, as you 
know, broad and practical training in all important 
phases of business management is available to everyone 
who will take advantage of it. 


Specialized jobs mean limited experience, and usually 
one-sided experience. It is relatively easy to find men 
who are specialists in one kind of work. It is not so easy 
to find among these specialists a man who also has a 
practical understanding of other work which makes him 
an effective co-operator with all related activities. And 
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it is still more difficult to find a man broadly trained for 
successful general management. 

A striking verification of this fact is the statement of 
the president of one of the largest banks in New York. 
A highly specialized financial man asked this banker to 
help him find a position, and the banker had to tell this 
man that he knew of no opening for him. “But,” said 
the banker, “I have here in my desk drawer a list of 
eleven companies that now have unusually good open- 
ings for men broadly trained in production and sales, as 
well as finance.” 

The limited experience of a specialized job does not 
give that broad and balanced training required in larger 
executive work. 


A One-Sided Executive Is Handicapped. The narrowing 
influence of specialized experience, without broad train- 
ing in business management, is reflected in the work of 
some executives. 

One man gets started in the shop. He works himself 
up thru the positions of foreman, superintendent, and 
production manager. Finally, he may become general 
manager. But his experience has been mainly in han- 
dling men, materials, and machinery. He is most inter- 
ested in personnel plans, large output and minimum cost, 
efficiency plans, equipment, new inventions, etc. He 
lacks experience in sales and finance. Unless he has made 
a special study of low-cost marketing and of sound fi- 
nancing principles, his control of‘ these activities is likely 
to be weak—and his business may get stocked up with 
goods with no outlet for selling and no money to continue 
operations. 

Such executives, who sacrifice everything for produc- 
tion, are sometimes called the “production type.” 

Next, take an executive whose experience has been 
primarily along financial lines—thru clerk, bookkeeper, 
cashier, accountant, treasurer. His experience has been 
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primarily with figures and money. He knows how to 
analyze balance sheets and financial statements. He can 
arrange for bank loans, negotiate with note brokers, and 
deal with investment houses. But unless this man has 
supplemented his experience with a careful study of the 
problems of production and sales, he too will be a one- 
sided general manager. He may lack understanding and 
sympathy with personnel problems, or ability to secure 
good results in production and sales, which are the prime 
activities of business; and he sometimes, in the name of 
economy, prohibits production and sales expenditures 
that would prove profitable. Such a one-sided manager 
is designated as the “financial type.” 

Then there is another type of man whose chief experi- 
ence has been in marketing. His thoughts have been 
mainly on the problems of selling. He has a remarkably 
good record as a personal salesman. He has been able to 
train other salesmen and direct them. His work has 
come before the officers and directors in a conspicuous 
way. 

Such a man has unusual opportunities for selection to 
higher executive positions. But his experience has been 
one-sided. He has dealt with men on a basis consider- 
ably different from that called for in handling the shop 
or office worker. Unless he has also trained himself to 
handle successfully the problems in other departments as 
well as those of marketing and selling, his great enthu- 
siasm and personal selling ability will not save him from 
serious mistakes in management, such as those made by 
John Moody, cited earlier in this executive manual. Such 
an executive is ordinarily designated as the “sales type.” 

Specialization in one department or division of a busi- 
ness is, of course, required at one stage or another of 
practically every one in business. But broad training in 
business management makes the specialist much more 
efficient in his specialty and paves the way for advance- 
ment. And certainly the higher any executive rises or 
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hopes to rise in a business organization, the more must 
he guard against the handicap of a relatively narrow ex- 
perience and training. He must grasp his opportunity 
to broaden out by learning the lessons of the experience 
of others in all departments of business. This is neces- 
sary for the sake of more effective teamwork and for 
advancement to greater responsibilities, because, as we 
know, a man is not big enough for the job ahead until 
he is too big for the job he now holds. 


The Viewpoint of Efficient Management. The net profits 
of a business are not made by any single department 
alone, but are an accumulation of profits either earned 
or saved by the various departments of a business. This 
is the viewpoint of efficient management. It is a funda- 
mental principle of profit making. 


When this principle is thoroly applied in a business, 
each executive conducts his department or division as tho 
the business were wholly dependent for its profits upon 
the earnings or savings of his department or division, and 
upon the co-operation he gives to other departments. 


Application of this principle was, in fact, the means 
of putting the Moody Packing Company on its feet 
again. First, the trouble was located, then the business 
was put in balance, but it was not until the co-operative 
program of departmental earning and saving got under 
way that the deficit really began to be absorbed in grow- 
ing net profits. 


This viewpoint of efficient management is a vital re- 
quirement of every man who would achieve real success 
in business. It underlies the successful handling of the 
least important business position, as well as the most 
important. We know that any man who would be a 
leader of men must first be able to govern himself. And 
one who would step up to a high executive position must 
first prove his ability to fill the position he now holds. 
How he handles his present position will largely deter- 
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mine whether or not he is capable of handling greater 
responsibilities. If he employs the viewpoint of efficient 
management in his present position, he will thereby pre- 
pare himself for greater responsibilities while handling 
his present position more efficiently. 


Applying the Principle of Co-operation. A famous mer- 
chant once stated that his growth really began the day 
he, a young man in charge of a modest department, con- 
ceived the idea that everybody in the store would be 
working for him if only he could find some way of relat- 
ing their work to his department. This led him to study 
the work of other departments, and he soon discovered 
that the other departments were already related to his 
and were working for him every day, just as he was 
working for them. This caused him to familiarize him- 
self more and more with the work of other departments 
with a view toward achieving greater and greater co- 
operation with them. It wasn’t long until he was made 
assistant to the merchandise manager, and from there he 
went step by step up to the top. 


Like this merchant’s experience, any man’s progress 
toward greater business success depends greatly upon re- 
lating his work, whatever it is, to the rest of the business. 
The advertising man who develops an understanding of 
how his plans and suggestions affect production schedules 
and costs, how they affect the financing problem of the 
business and support the whole merchandising plan— 
that advertising man will soon be heard in the councils 
of the principal executives. But the advertising man 
who is content to know only the mechanics of his job will 
always receive orders from some one big enough to see 
and understand advertising activities in the light of how 
they affect, and are affected by, other related activities 
of the business. 


Again, the credit man who visualizes his work in terms 
of sales promotion and constructive service to customers, 
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thus building up their good will, and who works in har- 
mony with sound financial policy—that credit man is a 
constructive executive who wins rewards and recognition 
in proportion to his contribution to the success of the 
business. 


Or take the case of a purchasing agent who can not only 
negotiate well in placing an order, but can co-operate 
skillfully in controlling purchases and deliveries in a 
properly balanced relation to production requirements— 
he, too, is a constructive executive whose work will at- 
tract more favorable attention to himself. By helping 
the factory manager to get the most out of his plant 
and his working force, by holding down inventories and 
thereby helping the treasurer to finance the business with 
less working capital, and by helping the sales department 
to sell more easily on account of lower prices made pos- 
sible by lower production costs and decreased overhead 
expenses, this purchasing agent is applying management 
principles to what is often considered merely “a buyer’s 
job.” 


To-day—Start Applying Principles. Thruout this train- 
ing in Business Management, you will deal with the basic 
principles of successful management. Because they are 
basic, you will see how these principles operate not in 
one business or in one position alone, but in all businesses 
and all positions. You will develop ability to manage 
men. You will deal more intelligently with men under 
all conditions. Your knowledge of management princi- 
ples will help you to handle more constructively and more 
profitably every business problem which you encounter. 


You have the opportunity to apply the principles of 
business management in a definite and practical way 
whether or not your work is now that of an executive. 
Everyone anywhere in business can apply the viewpoint 
of profitable management in handling his job. The man 
who trains himself to think in terms of principles is train- 
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ing himself at the same time to manage, for his judg- 
ments will be sound and his decisions will be respected by 
others. 
Business principles are exact statements of important 
truths derived from business experience; they serve 
as guides to correct decisions and actions in the suc- 
cessful operation of a business. 

Business principles are of practical use in solving the 
minor as well as the major problems of every business. 
They enable us to get more work done, to do it better 
with less effort and worry and with greater self-confi- 
dence. 

From a personal standpoint, knowledge of the funda- 
mental principles of business management, and the abil- 
ity to apply them in a practical way, are so extremely 
important that we shall, in Part II of this first executive 
manual, further develop and apply some of the principles 
that underlie personal success in business. 


APPLYING BUSENESS PRINCIPLES 
Part II 
PRINCIPLES AND PERSONAL PROFIT 


UST as all departments and activities within a busi- 
J ness should be kept well balanced, so should we keep 
our physical and mental selves “in balance.” 

To improve our minds as tho our success depended 
upon mental application and development alone, and at 
the same time to keep our bodies sound as tho our suc- 
cess depended wholly upon our physical fitness—that is 
personal application of the principle of balance. 


The Principle of All-Round Personal Development. In 
order to win the largest personal success, we develop the 
all-round qualities of mind and body that are required 
for leadership in business; we avoid becoming one-sided 
mental or physical “specialists.” In doing this, we should 
ever keep in mind the big fact that— 

It is the man who can successfully direct and control 
himself that can most effectively direct and control 
others. 

Just as the successful business executive develops ca- 
pacity to control purchases and production, to maintain 
the quality of his product or service, to preserve the 
financial soundness of his business under all conditions, 
and to secure an adequate volume of sales at a reasonably 
low selling expense; just as he wisely manages his organi- 
zation of workers to secure their best efforts and interest 
at all times—so does he develop in himself the all-round 
personal requirements for success: mental and physical 
self-control, ability to deal with opposition, courage to 
face facts and conditions as they are, clear mindedness to 
hold steadfastly before him the real points at issue in 
every situation, resistance to negative or destructive in- 
fluences, and the ability to recognize what is important 


ie 
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and what is relatively unimportant in all his affairs. He 
must learn to be a keen, even a critical self-analyst, able 
and willing to recognize his weak points as well as his 
strong points. He must get at the true source of his per- 
sonal difficulties whether it be within his own person- 
ality or that of some one or more of his associates. He 
must be able to develop all-round personal qualities of 
success in others; therefore, in himself. 


The Principle of ‘‘Ownership Interest.’’ We saw, in 
Part I, that the real measure of any business man’s suc- 
cess is the extent to which he is able to help, and does 
help, in rendering a worth-while service with a satisfac- 
tory two-way profit, one to himself and the other to those 
he serves. It is failure to see the personal application of 
this basic principle that holds many men back from 
achieving large success in business. They think of their 
personal development as something belonging wholly to 
themselves; whereas, it belongs to their business—and it 
is THEIR business whether they own it or not. 

What is your present attitude toward your business? 
Whether you are an owner or not, do you feel that you 
are a vital part of the business? Is your loyalty steadfast 
and true, always abounding with zeal for the success of 
the business as a whole? 

If you have that kind of interest in your work, you are 
applying one of the most profitable principles of success 
in business—the principle of “ownership interest.” 

The more any worker cultivates that interest in his 
work which he would have were he the owner of the 
business, the greater will be his development of abil- 
ity to manage larger affairs. 

It was the application of this simple but fundamental 
principle of “ownership interest” that explained the rapid 
rise of a cutter in a large overall factory in the East, to 
a place on the board of directors. 


Applying the ‘Ownership Interest’’ Principle. This 
cutter, James L. Corey by name, was restless and dis- 
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couraged. He saw nothing ahead but cutting, cutting, 
cutting, at a modest salary and with little chance of get- 
ting ahead. But one morning while he was busy at his 
cutting, he applied this principle of “ownership interest” 
to his work, altho he did not recognize it as such. It was 
merely a thought that flashed into his head as a result 
of having heard his foreman say that the president of 
the company had said, at a recent meeting of the men, 
that price competition in the overall field was getting so 
keen that the company’s profits were suffering seriously. 


As Corey worked on a thick pile of material with the 
pattern chalked on it, he thought he saw how a slight 
change in the chalk marks would result in saving enough 
material for the watch pocket. This idea stuck in his 
mind all morning, and at noon he tried out the idea on 
a sheet of paper. It worked out as he thought it would, 
so he took the sheet to the head of the department and 
explained his idea. 


The department head put thru the change—as his own, 
not as the cutter’s idea! But while he had stolen Corey’s 
idea, he could not steal something that had awakened in 
Corey’s mind: an appreciation of the fact that while he 
was applying his manual skill in cutting cloth for over- 
alls, he could also apply his mental power to cutting the 
cost of making overalls! 


Thereafter Corey made so many practical suggestions 
that the piracy of his department head could not embrace 
them all. He soon came to the production manager’s 
attention as a young man of ideas; and, in less than a 
year, he was given charge of the cutting department— 
because he had expanded his viewpoint to departmental 
proportions. 


How a Broader Viewpoint Promotes Success. No sooner 
had Corey mastered the running of the cutting depart- 
ment than he began to develop a still broader viewpoint. 
He was constantly asking the general manager or some 
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one of the officers of the company such questions as, 
“Why wouldn’t our XX X-38 sell for a better price if we 
made it so-and-so?” or “Why can’t we get the mill to 
make us a special width of denim that will cut to better 
advantage for our Stout Special?” 

All these questions did not just “happen” into his 
mind. His new “ownership interest” had led him to 
study the business in recognition of the fact that— 

To get very far in any business one must be able to 
devise ways or means of cutting costs, of improving 
the production rate or quality, or of increasing sales 
—all of which are factors in profitable management. 

So interested did Corey become in his new viewpoint 
that he finally entered upon an organized course of train- 
ing in business management, thru which he began to get 
acquainted with principles—principles of marketing and 
financing, as well as of production and purchasing. He 
put these principles to work in his department and he 
made so many worth-while suggestions for improvements 
thruout the business that within three years he became 
production manager. 

As production manager, he was more closely in contact 
with the other divisions of the business, and so conclu- 
sively did he demonstrate his grasp of the fundamental 
problems and policies of the business as a whole, that 
when the general manager of the business left to take a 
position with a competitor, Corey was promptly given 
the general managership. Yet he was not “given” it 
either, for he had earned it by being better equipped than 
anyone else to run the business. He had actually “pro- 
moted” himself on sheer merit and ability. He found 
opportunity in a position which many would have 
thought dull, monotonous, and without a future—wait- 
ing, hoping, or wishing for a job “with an opportunity.” 

To-day Corey is one of the important stockholders of 
the company, and a director whose views carry great 
weight; first, because they are based on sound princi- 
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ples, and, second, because those principles are combined 
with a practical understanding of the details of every 
phase of the business. On his way up, he did not permit 
himself to develop the idea that an executive should not 
bother with details. He knew that— 


While decisions in business must be made in the light 
of principles, application of the principles must be 
made in the light of the detailed facts. 


Putting Economic Principles to Work. The ability Corey 
had developed to apply business principles not only car- 
ried him to the top in his company, but because he had 
become a student of general economic principles (which 
are fully explained in Executive Manuals 2, 3, and 4) 
he learned to interpret signs of change in market condi- 
tions. This knowledge enabled him to bring his business 
unscathed thru the crisis and depression of 1920-21, while 
some of his competitors were badly crippled by that great 
reaction in general business conditions. 

Since then, Corey has kept his costs down by watching 
the general trend in production and consumption of cot- 
ton, the raw material of which his product is made. In 
1923 and 1924 he anticipated the general scarcity of cot- 
ton and therefore the relatively high prices of the cloth 
he uses, and controlled his purchasing accordingly. 

Furthermore, Corey was able to analyze the basic 
causes of the change in retail merchandising from large 
orders of overalls for future delivery to small and fre- 
quent orders for immediate delivery, commonly called 
“hand-to-mouth buying.” He saw that improved trans- 
portation by the railroads, uncertainty of consumer de- 
mand on account of high prices, and losses on large retail 
stocks of merchandise when prices fell fast in 1920 and 
early in 1921, were all basic causes of the trend toward 
“hand-to-mouth buying” on the part of retailers. There- 
fore, he was quick to adapt his own selling and service 
plans to market conditions as they were and would likely 
continue to be for a long time to come. In many ways he 
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helped merchants attain their desire for quick turnover 
on his line of products—that is to say, their desire for 
a high volume of sales in relation to the amount of stock 
they carried from month to month. He made it easy for 
them to buy from him more frequently and in smaller 
quantities. 


The ‘‘With-the-Stream”’ Principle. In adapting his serv- 
ice to the new buying practice of his customers, Corey 
was applying an important principle of profitable man- 
agement, called the “with-the-stream” principle, which is 
sometimes expressed in the admonition to “follow the line 
of least resistance.” Broadly, this principle tells us to 
adapt our plans and methods to conditions as they are, 
not as we think they ought to be or hope they will be. 

This is another important truth in achieving personal 
success: To study the trend of the times and fit ourselves 
into it—a trend that is ever toward more scientific con- 
trol of business, ever demanding more broadly trained 
executives. 

As far back as 1907 this trend began to be discernible. 
In that year, for example, H. H. Rogers, who was very 
influential in the Standard Oil Compny, spoke to an 
ambitious man by the name of Bedford, who had been 
doing fine work for the company, and mentioned that 
there was an opportunity for him to join the Standard 
Oil directorate. 

The suggestion dumbfounded Bedford. 


“I don’t see what use I could be on the board, for I’m 
not essentially an oil man,” he protested. 

“You have had a broad, practical, general business ex- 
perience and that is what we want,” replied Rogers. 

Later, A. C. Bedford became president of that great 
organization, not because he knew oil, but because he 
knew business broadly. 


Your Application of Principles. Neither A. C. Bedford’s 
nor James L. Corey’s experience is unusual; both are 
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typical of the way many of to-day’s business leaders have 
climbed to high places. They had a broad knowledge of 
business management. 


Your LaSalle training in Business Management will 
enable you to cope with problems of finance, sales, pro- 
duction, and personnel. You will understand and develop 
ability to apply the basic principles that underlie success- 
ful management of credits, collections, advertising, pur- 
chasing, traffic, the general office, correspondence, ac- 
counting, and organization. You will gain ability and 
skill in combining men and money and materials into an 
aggressive unit that drives straight toward the goal of 
rendering greater service to the people that compose 
your market. You will be able to render that service at 
lower cost and with greater profit both to those people 
and to your business. You will develop the broad and 
firm grasp of practical fundamentals which support abil- 
ity to do the right thing at the right time, and also to 
make sound decisions based upon accurate information 
and keen analysis of the facts. 


You will do these things and achieve outstanding suc- 
cess in business, if you have the WILL to know more and 
the desire to be able to do more, much more, than is re- 
quired for success in any one job. Outstanding success 
in business will come from knowing AND APPLYING 
the fundamental principles of successfully managing a 
business as a whole. 


It is not enough that you store up principles for use 
“some day”; you must be wide awake to grasp the many 
opportunities for applying the principles of profitable 
management in your own work, your own business or 
department, to-day and every day. 


Every Worker Can Apply Principles. Such is the re- 
quirement for progress in any line of business, and to 
meet it brings business success within the reach of any 
man who will take full advantage of his opportunities. 
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No matter what your present work happens to be, 
there are foundation principles all the way thru this 
training service which, if you will study out ways to 
apply them in your daily work, and make them yours, 
will open up new and larger opportunities for work that 
requires a higher quality of management and brings a 
greater reward. 

There is nothing mysterious about executive success. 
No workers or no class of workers have a monopoly on 
important executive positions. The important work 
which carries the big rewards is there to be done in every 
business—by those who can do it. There is more of it 
to be done than there are workers who can do it well— 
and therein lies your opportunity. 


APPLYING BUSINESS PRINCIPLES 
Baruelit 
ESTABLISHING DEFINITE OBJECTIVES 


HERE are certain definite laws of progress which 
apply alike in personal and business success. Some 
of these laws were stated in previous pages. An- 

other is the principle of establishing definite objectives. 

You now have certain assets. You have a mind capable 
of almost infinite development. You have had certain 
training and experience. You have attained a certain 
position of earning and influence. 

It makes no difference what your present achievement 
may be—How do you visualize your future? That is 
most important. What is your objective? 

Then, how are you going about it to achieve your goal? 

Obviously, you must start from where you are and 
progress thru study and experience according to a well- 
laid plan, in order to reach the goal you desire. And 
you will greatly expedite your progress if you apply the 
definite-objective principle in your planning. This prin- 
ciple tells us that— 

The man who gets there in business always knows 

definitely where ‘‘there’’ is. 

He knows definitely what is the next step for him; also 
what are the succeeding steps that must be taken to reach 
his final goal or objective. He knows, at least for the 
time being, what his final objective is. It may be the 
managership of a department or of a business, or its 
ownership, or in some cases membership or a chairman- 
ship of a board of directors; or it may be to become one 
of the recognized leaders of the country in one specialized 
activity or line of business; or it may be the development 
of the ability to think straight, to acquire an unshakable 
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self-confidence based on the ability to think and decide 
in accordance with sound principles. 

Whatever your final objective may be now, you are 
almost certain to push it farther ahead as your vision of 
possibilities broadens with your development of business 
ability. 

Right now, fix in mind your present final objective. 
Start now to apply this bedrock principle of knowing 
definitely where your final “there” in business is. The 
next question is how best to get there. 


Establish Your Part-Way Objectives. Many do not 
make steady progress toward their final objective because 
all they can.seem to see is the wide chasm between where 
they are and where they want to be. They therefore get 
discouraged. They have not considered another impor- 
tant guiding principle—that progress is usually made one 
step at a time. They want to take the big step all at 
once. But if they did, the result in most cases would be 
disastrous, for they would not be prepared to take on the 
greater responsibility. 

The practical way to reach any final objective is to es- 
tablish part-way objectives. Had James L. Corey, whose 
rise we followed in previous pages, definitely set out to 
become general manager of his company, he might well 
have laid out, as part-way objectives, the steps he act- 
ually did take: from cutter to head of the cutting depart- 
ment, from there to production manager, and from pro- 
duction manager to general manager and a member of 
the board of directors. 

Set up your final goal and then set up the part-way 
objectives to be reached one by one on the way to 
your final goal. 

That is the way of true progress, steady, continuous, 
and certain. To progress from one part-way objective to 
another gives a man time to master the parts that form 
the whole, and fits him to manage successfully when he 
reaches his final objective. 
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Applying the Part-Way-Objective Principle. This part- 
way-objective principle is broadly applied in successful 
management. A sales manager, for example, sets as an 
objective a definite volume of sales to be made within a 
year, to be gained at a definite maximum cost of selling. 
If he were to start out with no definite plan for ac- 
complishing this, he would probably fail to develop the 
volume of sales he seeks, or his selling cost would be 
excessive. But the wise sales manager divides his final 
objective for the year into twelve month-steps, appor- 
tioning to each month a sales volume in keeping with a 
reasonable expectation of sales for that particular month 
or season; he also divides his sales expense budget into 
month-steps so that, as the months come and go, he can 
better control his selling costs in relation to sales volume. 

Again, the production manager of a business may re- 
ceive an order to increase the capacity of his plant 20 per 
cent by a certain date. If he understands the foregoing 
principle, he will begin by setting part-way objectives. 
He will determine what new equipment should be in- 
stalled first, what next, and so on—so that each successive 
installation will most expeditiously secure the desired 
increase in production, while maintaining the best bal- 
ance of operations during the process. 

Thus, as applied either to a business or to personal 
progress, the setting of part-way objectives is one of the 
surest ways of arriving at a final objective quickly and 
at the lowest cost in energy, time, and money. Further- 
more, the part-way objective gives a definite, attainable 
goal for to-day’s efforts, and affords the encouragement of 
progress, or a sharp spur to effort if progress is not being 
made. 

The Broad All-Business Viewpoint. While applying the 
objective principle to both personal and business prog- 
ress, it is necessary to retain a broad perspective. This 
means application of another principle which is vital to 
both personal and business success; it 1s, in fact, a prin- 
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ciple based upon the close connection between the suc- 
cess of the individual and the business, also between the 
success of one business and of business as a whole. 
Every contribution that a man makes toward the ad- 
vancement of the business in which he is engaged is a 
contribution toward his own progress; and every con- 
tribution his business makes toward the advancement 
of business as a whole is a contribution toward the 
good of his own business. 

It is easy to see how the success of the customers of a 
business promotes the success of that business. But it is 
not so easy to see how the success of a competing busi- 
ness may promote the success of our own business. Yet 
we can see how the failure of a competing business to 
render good service may cripple the market in general 
for our line of products or services, and how the forced 
sales of an insolvent competitor may dump on the market 
a mass of products or services at ruinous prices. 

Furthermore, general business conditions—measured 
by the degree of prosperity attained by business as a 
whole—affect the fortunes of every business. Every 
business man, therefore—every business man who can 
and does think deeply about the matter—is and must be 
genuinely interested in promoting the welfare of business 
asa whole. That is one reason why, early in this training 
service (beginning with Executive Manual 2) you will 
find a brief and practical study of economic principles; 
for one of the primary aims of the science of economics 
is to reveal underlying principles which apply in develop- 
ing the social service rendered by business as a whole. 

The study of economic principles will develop power 
of deep and broad analysis; it will also develop the broad 
all-business viewpoint so vital in gaining permanent suc- 
cess in business. But, above all, the study of economic 
principles develops ability to think in terms of funda- 
mental principles which go down beneath the surface of 
business activities in general and explain their success or 
failure. 
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When we grow up to the all-business viewpoint, we see 
at once that in setting our final objectives, and our part- 
way objectives as well, we must set them with a definite 
realization that as we progress as individuals we must 
have the success of our business in mind as well, and as 
we lay plans for the progress of our business, we must 
have in mind the welfare of business as a whole. 


Objectives of This Training Plan. The thing that makes 
the objective principle so effective is that we decide where 
we want to go before we start. With a picture of our 
objective in mind, we make each step count in gaining 
that objective. 


Let us now apply that principle to our problem of 
securing the fullest value from this course of training in 
business management. We shall set up the main part- 
way objectives so that we may have the advantage of a 
bird’s-eye view of the road ahead. 

The final objective of this training service is to give a 
thoro and complete grounding in business principles and 
to develop ability in applying these principles so that 
we shall more quickly and more surely have outstanding 
success in business. How shall that objective be attained? 
What are the part-way objectives? 

In answering this question, let us first consider the 
major divisions of this training service. 


MAJOR DIVISIONS OF THIS TRAINING SERVICE 

There are three major divisions of this LaSalle train- 

ing plan, as follows: 

1. Economic and psychological principles, as applied in solv- 
ing the more important and the more general problems of 
business management. This first major division is designed 
primarily to develop a broad all-business viewpoint, and 
power to think in terms of fundamental principles. 

2. Principles that apply in successfully operating the three 
main departments of business—production, sales, and 
finance; also principles that apply in solving the problems 
of other specialized functions that are related to one or 
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more of the three main departments of a business, such as 
credits and collections, accounting, office organization and 
management, business correspondence, salesmanship, adver- 
tising, and the like. This second division is designed pri- 
marily to develop a well-balanced knowledge of successful 
operations in all the important departments of business, 
and in applying the basic principle of effective interde- 
partmental co-operation. 

38. Principles that apply in administrative control of a busi- 
ness, including problems of organization and reorganiza- 
tion, statistical control, legal problems, and the exceed- 
ingly important matter of managing men. This third di- 
vision is designed primarily to develop ability to apply 
principles in solving the more important problems of the 
administrative control of a business as a whole. 


‘The Plan of This Training Service. Those are the three 
general divisions of this training service. They are di- 
vided into a series of part-way objectives. Thus, you will 
first study those economic principles which form the 
foundation of successful business management. Presenta- 
tion of these economic principles will be covered in the 
first four of the 100 Executive Manuals that comprise 
this course of training. (Each bound text contains two 
and, in a few cases, three Executive Manuals, each man- 
ual being one week’s assignment and containing the prob- 
lem for that assignment. ) 

Next you will have a brief preliminary survey of the 
larger problems of the main departments of a business, 
and interdepartmental relations. Then, when you come 
to consider departmental problems in detail in subse- 
quent manuals, you will have the great advantage of 
viewing those problems in the light of the basic princi- 
ples of profitable management. 

If you want readily and thoroly to understand an auto- 
mobile, for example, you begin by observing the main 
divisions of an automobile, such as body, engine, and 
transmission, in relation to each other. You get at the 
mechanical principles that apply to the operation of each 
main section. Then you take apart each of the sections 
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or units, one at a time. It would be much more difficult 
to start with, say, crankshaft bearings, or pistons, or wrist 
pins, or differential gears, before you know the purpose of 
the unit in which that part is placed and the principles 
underlying the efficient operation of the unit as a whole. 

Bear in mind as you read the first eight Executive 
Manuals of this training service that you are not here 
getting your complete training in any one of the major 
divisions of management which they cover. Remember 
that they are designed to give you, briefly, a substantial 
view of business management as a whole. They will 
quickly present the viewpoint of efficient management, 
the central aims and problems of each one of the impor- 
tant divisions of business activity, the close relation that 
exists between the various departments of business, the 
true importance and place of each specialized activity in 
business, and some of the basic principles applied in suc- 
cessfully carrying on each activity. 

Then, later on, when you reach the sections on selling 
and sales management, advertising and marketing, prin- 
ciples of production, financing a business, and so on, you 
will retain the broad perspective that enables you to see 
the importance of any one activity in business in relation 
to the importance of all other activities. 

No matter what you are now doing in business, you 
will be able to do it better if you can see your job 
from the broad viewpoint of efficient business man- 
agement. 

You will, for instance, understand the great importance 
of developing a keen sense of personal responsibility for 
getting things done right, of finishing what you start, of 
putting more constructive thought into your work—and 
you will be better able to do these things. Your work, no 
matter what it now is, will become more interesting. You 
will see in it greater possibilities for the kind of improve- 
ment that underlies earned advancement to greater re- 
sponsibilities, and you will be more confident of your 
ability to handle greater responsibilities. 
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In a nutshell, this plan of training for executive work, 
which you are now beginning, will give you, in two years 
—or sooner if you choose to go along faster—more in the 
way of training for bigger things ahead than could ever 
be had if you did not take full advantage of your oppor- 
tunity to profit by quickly learning the lessons developed 
out of the costly experience of others—lessons which are 
concentrated thruout this course of training into the use- 
ful form of business principles—organized, explained, 
illustrated, and so presented that you can readily under- 
stand them and apply them in making good progress 
toward your final objective. 


The Thirteen Basic Parts of Your Training Plan. Carry- 
ing still farther the part-way-objective principle as ap- 
plied to this LaSalle training service, consider briefly the 
thirteen groups into which this service is divided: 


1. Principles of Profitable Management. This first group, as 
previously explained, includes basic economic principles 
and a preliminary survey of the problems and principles 
of each of the main departments and specialized activi- 
ties in a business. 


2. Developing the Executive Mind. This second group of 
eight executive.manuals covers the practical psychological 
principles that apply in all successful business manage- 
ment. It explains simply and accurately the mental pro- 
cesses followed and the kind of effective thinking em- 
ployed by successful business men, and how to. influence 
the thoughts and actions of others. This is the section 
that develops a deep understanding of human nature. 

8. Selling and Sales Management. Every activity in busi- 
ness has some influence, either directly or indirectly, upon 
sales; and profits are realized only after goods produced 
are sold and payment is received. The attitude of custo- 
mers toward a business is influenced’by all their contacts 
with the business—by prompt and accurate filling of or- 
ders and account records, by courteous and efficient cor- 
respondence, by careful attention to special requests, by 
credit and collection activities; in short, by all kinds of 
service rendered to customers. Not only the sales execu- 
tive, but also every other executive in the business, must 
handle his work in the light of its influence on sales. 
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This requires thoro understanding of the principles and 
problems of selling and of sales management, as pre- 
sented in this third group. 


Advertising and Marketing. Every executive in a busi- 
ness should also understand the principles and problems 
of advertising and marketing, which are closely tied into 
the problems and principles of selling and sales manage- 
ment. All executives, whether in the financial, produc- 
tion, or operating departments of a business, as well as 
advertising and sales executives, can better help the busi- 
ness make good its appeal for greater sales when they 
thoroly understand and are in sympathy with the adver- 
tismg and marketing policies and methods; and execu- 
tives who are directly interested in advertising and mar- 
keting can get the kind of co-operation they want from 
all other departments in the business when they, in turn, 
understand the principles and problems of those depart- 
ments. 


Principles of Production. In planning your work, no 
matter what that work is, in routing it thru for further 
handling, and in keeping down costs everywhere in the 
business as well as in direct producing activities, knowl- 
edge of and ability to apply the principles that underlie 
efficient production, are essential; for many of the im- 
portant principles of production, as presented in this 
fifth group of eight manuals, apply as much to sales, 
financing, and to office work in general as they do to pro- 
duction in the shop. 


Financing a Business. Every activity in business has its 
financial aspects, which every executive must thoroly un- 
derstand in relation to the financing of the operations and 
expansion of the business as a whole. Having sufficient 
cash on hand for pay rolls and for taking discounts on 
purchases; having the inventories of stocks of raw ma- 
terials, of partly finished, and of finished products prop- 
erly proportioned; and having the general operating 
conditions of the business in shape for making it relatively 
easy to get short-term bank loans as required—such mat- 
ters depend greatly upon having, in every part of the 
business, executives who understand the relation of their 
work to good financing; and in order to get the co-opera- 
tion of other departments, financial management must 
understand thoroly the principles which apply in effi- 
ciently handling them, as well as its own department. 
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. Credits and Collections. This seventh group is closely 


related to Group 6. Everywhere and in every business 
to-day, buying or selling, or both, are done on credit. A 
good grasp of the principles underlying efficient handling 
of credits and collections is, therefore, an essential re- 
quirement of well-rounded and well-balanced training for 
executive work anywhere in the business. 


Office Organization and Management. Having gained a 
practical grasp of the principles applied in solving the 
important problems of the main operating departments of 
business—sales, production, and finance—the next step is 
to understand and be able to apply the practical prin- 
ciples of efficient office organization and management, 
for every business, large or small, has an office, which 
serves every other department of the business. Some 
businesses, of course, have more than one office, and 
others consist solely of an office. How to get the best co- 
operation from or give it to the office means much in the 
success of every executive. To do this requires thoro 
understanding of the varied office functions and of the 
principles of efficient office organization and practice, as 
presented in this eighth group. 


Managing Men. After a broad background of practice 
and principles in operating all departments of a business 
has been developed by preceding manuals—training that 
qualifies a man for applying the basic principles which 
underlie the fine art of managing men—comes this ninth 
group of executive manuals, designed to develop the per- 
sonal requirements for intelligent leadership in securing 
the best results from directing and supervising the work 
of the human element in a business organization. 


Accounting and Statistical Control. Then, having ac- 
quired full acquaintance with the demands of efficiency 
in every phase of business operation, including the art of 
managing men, comes a group of executive manuals which 
supply the need of every executive for a knowledge of 
accounting and statistics (numerical summaries and com- 
parisons) as a means of efficient general executive control 
of the business. This is a vital part of training for ex- 
ecutive work, and it is becoming more essential every day 
as business enterprises continue to expand in size and 
complexity of organization and operation. 


Business Correspondence. Letters and house memoran- 
dums and bulletins are concerned with nearly all the 
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_ varied operations of a business. One important test of ex- 
ecutive caliber is ability to write effective Jetters, and the 
aim of this group is to develop practical writing ability 
thru applying fundamental principles, which, when ap- 
plied, result in correct and effective expression ‘of thought. 


12. Organization and Reorganization. This twelfth basic 
group explains just how a new business is organized, how 
to select the best form of organization, and the procedure 
in putting thru a successful reorganization of a business. 
It involves a thoro knowledge of the principles and prac- 
tice covered in the eleven preceding groups. 


13. Legal Problems. In all business practice, knowledge of 
well-defined laws and legal principles—how to make valid 
contracts, legal relations of employer and employes, and 
so on—is a part of every trained executive’s equipment 
for business management. This last group of executive 
manuals makes plain the legal matters that save execu- 
tives from making mistakes which are likely to result in 
costly litigation. 

Such are the thirteen groups that comprise the 100 
assignments in this organized plan of training to meet 
the requirements for attaining substantial success in 
business. Mastery of each group is an important part- 
way objective in reaching the final goal of\substantial 
success in business. The arrangement is such as to make 
the attainment of your final objective a natural and in- 
teresting development over a road that is clear and 
straight. 


The Special Problems. While the 100 Executive Man- 
uals present the basic principles of successful manage- 
ment and illustrate and explain their application in 
handling business problems, and while you will find op- 
portunities for applying many of these principles in your 
daily work, it is essential that you immediately gain 
tested experience in applying all of the more important 
principles by solving practical problems which do not at 
the time come up for handling in your daily work. This 
is provided for by the LaSalle Problem Method. 

At the end of each executive manual, you will find an 
actual business problem, clearly stated as to the facts, 


36 APPLYING BUSINESS PRINCIPLES 


which will give. you an immediate opportunity to apply, 
in a practical way, the main principles covered in the 
executive manual. Needless to say, this is a very impor- 
tant part of your training, for the saying that “we learn 
to do by doing” is as true in training ourselves to apply 
principles in solving business problems as it is in learning, 
say, to drive an automobile or to operate a calculating 
machine, 


Personal and Individual Instruction and Consultation 
Service. There are also important additional helps which 
shape this complete training plan into a well-rounded 
whole. These additional training helps are: 


1. 100 Executive Reports, which analyze and explain the ap- 
plication of principles in the best solution of each as- 
signed problem and of similar problems in varied lines of 
business. These reports are not only guides in reaching 
the right decisions in each of the one hundred important 
problems above mentioned, but also they analyze the 
various angles of each problem, serving as an ideal check- 
up on your work in solving each problem. They also serve 
as a practical reference when you want to see what are 
the main points and the procedure in solving similar prob- 
lems in your own business. 


2. Confidential Reports. This is a special service of individual 
reports on your immediate business problems, whether ad- 
vertising, selling, production, finance, or any other kind 
of business problem on which you desire special help from 
the research staff of LaSalle Extension University. 


3. Twenty-four Lectures. From the University’s complete 
list of lectures, prepared by business men and educators 
who are specialists in each field covered, each member of 
this course of training may select twenty-four—one for 
each month during the course period. Lecture requisition 
blanks are provided which give full instructions. These 
lectures provide supplementary training in special fields 
of business practice, such as selling, accounting, banking, 
retail merchandising, and so on, enabling you to supple- 
ment your training along lines of greatest interest and in 
view of your own individual goal or objective in business. 


4. “Personal Efficiency.” This is a magazine of better busi- 
ness, personal advancement, and inspiration, published 
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monthly by LaSalle Extension University. Each member 
in this training course receives a two-year subscription to 
this practical business magazine. 


5. The LaSalle Monthly Business Bulletin. This is a monthly 
bulletin on current economic conditions. It analyzes and 
explains the current trend of business and the outlook for 
the future. Intelligent interpretation of the signs of change 
in production, consumption, and prices of commodities and 
services which you buy or sell is gained each month by 
your reading of this special bulletin. It is prepared by a 
well-known business analyst, in co-operation with the re- 
search staff of the University. 

Such are the special features which, in addition to the 
100 Executive Manuals and the assigned problems in 
business management, combine in giving you a complete 
plan of training for executive work. Take full advantage 
of each special help, as well as of your opportunity for 
gaining valuable experience in applying principles by 
solving and sending in each of the 100 executive prob- 
lems. 


In Conclusion, Remember: That your success in busi- 
ness depends largely upon your understanding of and 
ability to apply the basic principles that underlie all 
success in business; that your work, wherever and what- 
ever it is now or will be in the future, will be simplified 
and made more effective if you know and are able to 
apply sound business principles. 

Remember that principles are definite guides to correct 
decisions and actions; that they express, in usable form, 
the lessons of the experience of others; that they may be 
applied in your daily work; that, as applied, your work 
will be at once more interesting and of better quality and 
quantity, with less effort involved in solving your more 
difficult problems. You will be able to handle greater 
responsibilities with well-founded confidence in your 
ability to handle them successfully. 

But remember that this requires power of deep and 
straight thinking applied in analyzing all kinds of busi- 
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ness problems. It requires ability to see the true relation 
between the various activities of a business; ability to 
know what is important and what is relatively unimpor- 
tant; ability to take care of details without getting lost 
in them. 


How to Develop Thinking Power. Perhaps the best 
means of developing power of thinking that goes beneath 
the surface of things to the principles involved—princi- 
ples which lie hidden from the naked eye and are seen 
only by the “mind’s eye’—is to begin with a practical 
analysis of the economic principles of management. 
Economics is the science that uncovers the more funda- 
mental laws and principles which explain how and why 
things happen as they do in the business world. 


How and why do rates of interest on money loaned 
change from time to time? If we know why, we can 
better tell the future course of change in rates of interest, 
and this helps greatly in financing a business. Why is a 
dollar much less in value to-day than it was ten or twenty 
years ago; that is, why does it take more dollars to-day 
to buy a suit of clothes or a peck of potatoes than it did 
years ago? If we know why the value of a dollar changes, 
then we can better anticipate either falling or rising 
prices—know better when to buy and when to hold off. 


Such are but two of many important practical ques- 
tions that the business man who understands economic 
principles is able to answer. 


Your ability to understand these economic principles, 
as plainly stated and illustrated in Executive Manuals 
2, 3, and 4, will be assurance to yourself and to others 
that you have the latent ability to achieve distinctive 
success in business. But before starting your study of 
economic principles in Executive Manual 2, finish this 
first manual by using the following practical check-up 
and by working out Executive Problem 1, which you 
will find to be of immediate personal help to you as a 


ESTABLISHING DEFINITE OBJECTIVES 39 


means of finding out what personal qualities you need to 
develop further in order to meet fully the requirements 
for distinctive success in business. 


The Two Roads to Success in Business. Finally, remem- 
ber that there are two roads leading to greater business 
success: 


1. The long road—not taking advantage of the lessons that 
come from the experience of others. 


2. The short road—taking advantage of all past experience, 
which can be done by learning to RECOGNIZE, UNDER- 
STAND, and APPLY those principles which have been de- 
rived from the experience of generations of successful men. 

Follow this short road as laid out in this organized 

training plan. Follow it conscientiously step by step. 
Make the principles that have built successful businesses 
for other men build success for you and your interests. 
You will have to work for these principles, to make 
them yours; but once you have mastered them, they 
will work for you! 


CHECK-UP ON PRINCIPLES 


Use the following check-up to get the principles of this manual 
firmly fixed in mind. This will help you to handle the problem 
which follows. This check-up is entirely for your own personal 


use, so you need not send it in to the University. 





1. The Hall & Foster Bros. Mail Order House had 
received so many complaints from its customers about 
delay in shipments of orders, that a meeting of depart- 
ment heads was called to get the difficulty ironed out. 

“We need a new order routine,” said one department 
head. “We should adopt the system which Wakefield & 
Company, here in the city, are using so successfully.” 

“T don’t think that system would work here,” spoke 
up another. “It’s my opinion that we’d get along all 
right if we had more clerks in the order-writing depart- 
ment.” j; 

Was one of these men thinking in terms of principles? 

Have you made up your mind what principle you 
would apply first, if you were solving this company’s 
problem? 





2. The superintendent of a machinery manufacturing 
company hesitated to recommend the purchase of two 
electric conveyors which would do the work of five hand 
trucks, because the hand trucks were “good as new” and 
because two new operators would have to be trained. 
As he looked at it, the purchase meant an increase in 
outlay for additional equipment. 


Is this thinking in accordance with the principle of 
balanced management? 


Check 


Yes 


No 








3. Principles of business are definite guides to correct 
decisions and actions, based upon past experience; they 
are the lessons learned from all business- experience, ac- 
curately and succinctly stated, in useful form. 

Does this agree with your definition of business prin- 
ciples? 
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4. One ambitious young man found that he had to do 
outside work in order to meet his current expenses. He 
asked for an increase in pay on the ground that he would 
then be free to devote more energy and time to his job 
and to self-improvement, all of which would make him 
more valuable to the firm. 


Did he put the “cart before the horse”? 





5. Several executives were discussing several plans 
that had been submitted to increase the output of the 
factory workers. One executive made the point that 
plans were a good idea, but there was only one way to 
get a larger output, and that was to pay more. A sec- 
ond executive agreed that this was true as far as it 
went, but that the main objective was to increase the 
worker’s interest in every way possible. 


Does a sound principle of profitable management 
underlie this second suggestion? 





6. Do you believe that an employe can acquire the 
ownership-interest attitude? 





7. In 1925, a company which had grown to be a leader 
in its field—that of manufacturing phonographs and rec- 
ords—added to its line a new product, a combination 
radio set and phonograph built in a single cabinet. Do 
you know the fundamental principle underlying this 
action? 
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Check 


Yes! No 








8. Is it as important to reduce costs as to increase 
profits in other ways? 








9. A company was organized in 1921 to make and sell 
a high-grade automobile. It set its goal at 50,000 cars a 
year in five years. It set sales at 5,000 cars for the first 
year, planned production and capital requirements ac- 
cordingly, and appointed 50 distributors concentrated 
in one section of the country. Each distributor was 
given a definite, attainable sales quota. 
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In the second year, each distributor was to appoint a 
definite number of subagents in his territory. Total 
sales were to reach 10,000 that year. Definite goals were 
also set for the remaining three years. 


Was this procedure in accord with a sound principle 
of business management? 





10. Several years ago a number of paint manufac- 
turers joined in an advertising campaign which had as 
its object the stimulation of paint sales generally. The 
advertisements carried the slogan: “Save the Surface 
and You Save All”; but they bore no manufacturer’s 
name. Do you recognize the principle on which this 
campaign was based primarily? 


11. Have you established your objectives in following 
this plan of executive training more definitely than be- 
fore? 


12. Have you made eight of the principles stated in 
this executive manual “your own’? 


Check 


Yes | No 


Executive Problem 1 
ANALYZING YOURSELF 


Developing Executive Strength 


Unver THE LASALLE PropLtemM MetruHop 


THE experience you will get in analyzing 

yourself in this first problem will increase 
your ability to size up other people. But the 
greatest benefit of all will be the greater knowl- 
edge you will have about yourself. This will be 
your starting point toward a greater develop- 
ment of those qualities essential to executive 
strength and leadership. 





Prepared by the Research and Consultatia. 
Staff of LaSalle Extension University from a 
comprehensive study and analysis of the charac- 
teristics of men who have attained success in 


business. 
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Executive Problem 1 
ANALYZING YOURSELF 


Why is it that often a man of apparently average 
ability quickly achieves success, while a man of brilliant 
attainments along certain lines is unable to get any- 
where? 


This is a question that you, like many others, have 
probably asked yourself more than once. It is a ques- 
tion that any man setting out on a definite program 
of training for business leadership may well ask himself. 
Thru a knowledge and appreciation of why the one man 
is a success, the other a failure, we shall possess one of 
the keys to successful leadership. 


_ The brillant but unsuccessful man often has a narrow 
and unbalanced personal development, and as a result 
is only partially equipped for attaining success; while 
‘the fully successful man has a well-rounded and well- 
balanced development that makes his personal equip- 
ment more complete and effective. 


To attain success we must develop ourselves in all 
directions; otherwise weaknesses in one direction will 
offset the benefits of strength in another. A man may 
‘acquire an unusual fund of knowledge, yet, thru failure 
to develop his mind so that he may make constructive 
use of that knowledge, he may accomplish little. Or a 
man may have a well-trained mind, yet, thru failure to 
acquire an adequate fund of knowledge upon which to 
base constructive thought, he may never turn his mental 
ability to productive purposes. Or a man may possess 
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both abundant knowledge and a splendidly trained mind, 
yet never get anywhere, because he has not directed his 
ambition toward a definite goal, or because he has never 
acquired habits of decision and action. The starting 
point in this training, therefore, should be a test of our- 
selves to determine how we measure up in this matter 
of balanced personal development. 


STANDARDS FOR SELF-MEASUREMENT 


Thru the cooperation of successful men in various fields of busi- 
ness, we are able to submit twelve qualities, the development of 
which is essential to distinctive business leadership. With the 
cooperation of practical psychologists, these qualities were subjected 
to a thoro testing out among a large number of business men during 
1922 and 1923. 


By using these qualities as standards or gages of self-measurement 
and determining the extent of your own development in respect to 
each of them, you will know the directions in which you must 
develop yourself further. Then, by well-chosen efforts to develop 
yourself in these directions, you will be able to eliminate your weak- 
nesses, and thus acquire a well-rounded and well-balanced equipment 
with which to build for greater success. The twelve qualities are: 


Ambition Organizing Ability 
Knowledge Constructive Imagination 
Initiative Adaptability 

Thoroness Leadership 

Power of Analysis Impressiveness 

Decision Ability to Apply Principles 


Let us now analyze these twelve proved qualities to determine 
why they make for business success, what they call for in terms of 
our own personal development, and how we may strengthen our- 
selves in respect to each. After these qualities are analyzed and 
explained, you will be given, in the working papers, an opportunity 
to analyze yourself in respect to each of them and to determine the 
steps necessary to your full development. 


By means of this first of the 100 problems you will start out sure- 
footedly on the road to the development of well-rounded strength in 
all those personal qualities that characterize men who achieve dis- 
tinctive success in business. 
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1. Ambition. To get “there” you must desire greatly to get 
“somewhere.” 


The same ambition that impels all great leaders to achievement 
was early at work in James B. Duke, organizer of the American 
Tobacco Company. Even as a boy, assisting his father, a small 
tcbacco grower, he saw the possibility of organizing the entire 
tobacco industry, just as the oil and steel industries had been organ- 
ized. He early formulated the ways of accomplishing this organi- 
zation. 


No man has ever succeeded in a large way without a tremendous 
gripping desire to attain some end that was definitely pictured in his 
mind. To some the vision has come early in life. Others have 
achieved but mediocre success or suffered failure, even, before the 
vision has come to them. 


We cannot afford to wait to be seized by a great impulse for suc- 
cess. We must develop that impulse within ourselves. In our faculty 
of imagination each one of us possesses the necessary agency for 
doing so. 


The successful business man is one who cultivates his imagination. 
That is, he forms the habit of seeing himself, in his mind, saying and 
doing the things he desires to do, before he attempts to do them. 
Then, with the image of success in his mind, he puts forth the effort. 
to achieve that which he has imagined he may, can, and will do. 


First among the fruits of this business management training will 
be a clarifying of the steps essential to your success and a defining 
of a goal worthy of your attainment. 


2. Knowledge. Knowledge is experience gained directly or 
indirectly. The best way of acquiring serviceable knowledge as a 
basis for executive leadership is emphasized by the experience of a 
young engineering graduate whose story is told by Russell Robb, an 
authority in business organization. 


The graduate had entered the employ of a large electrical com- 
pany and was determined to learn the business from the bottom up. 
He obtained permission to spend several months in the rheostat 
department, in order to learn first of all every detail of this impor- 
tant phase of manufacture. Just before he had finished in this 
department, the eompany changed its type of rheostat, thus leaving 
the young man with a mass of detailed information that could be 
of no value to him. 


To manage, we need a grasp of the essential factors entering into 
the conduct of each phase of the business, and, in particular, a 
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knowledge of fundamental management principles, rather than an 
exhaustive familiarity with every detail of every part of the busi- 
ness. The young engineer erred as to the kind of knowledge he 
needed and relied entirely on the most expensive method of acquiring 
knowledge—the direct-experience method. 


The surest and quickest way of acquiring serviceable knowledge 
is thru utilizing the experience of others by means of an organized 
training program, such as this that you are commencing. In such a 
training program, every form of business activity is considered, suc- 
cessful experience is analyzed, and the principles which determine 
executive decisions and policies are established. Thus you will 
acquire a broad fund of knowledge ready for use in every situation in 
business. 


3. Initiative. While waiting in a Chicago department store for 
his packages to be wrapped, a customer saw a clerk hurry to his 
department manager, and overheard him suggesting a change in the 
layout of the department. Several other clerks near by winked at one 
another in a manner that indicated anything but respect for their 
ambitious associate. To-day, the eager young man, Gordon Selfridge, 
is proprietor of London’s largest department store. 


The scene draws a vivid contrast between the man with initia- 
tive and the man without it. The man without initiative waits to be 
told what he should do and how he should do it, sometimes even 
scorning to seek to do anything out of the ordinary routine. The 
man with initiative is constantly seeking ways of improving upon 
the method of doing things, or introducing new ideas which will 
accrue to the profitable conduct of the business, and is never at a 
loss for ways of accomplishing his purpose. 


It is the man with practical ideas, the man who voluntarily insti- 
tutes any steps within his control necessary to get a job done better 
or more quickly or more economically, that management depends 
upon for the execution of responsibility and for progress and 
improvement. There is no more severe test upon the executive than 
the test of his ability to initiate and to improve. 


4. Thoroness. QOne of the first qualities that recommends a man 
for advancement is thoroness—attention to every detail of the duties 
that are assigned to him. Only the man who is painstaking, thoro, 
exact, can be safely entrusted with responsibilities. 


Napoleon’s field marshals often told of the terrors of reporting to 
the great leader after a trip of inspection. Regardless of the close- 
ness of their scrutiny, and the minuteness of the detail with which 
they reported the facts, he would invariably call them to account for 
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some artillery piece, some small but important attachment, which 
they had overlooked. The executive must never overlook the sig- 
nificant details. All great plans and movements in business turn 
upon matters of detail, which, except to the trained eye, with keen 
executive insight, might appear insignificant. 

As a man advances to positions where he must delegate the super- 
vision of details to others, he must maintain a control that will 
enable him to know when details are being properly attended to and 
when they are not. 


5. Power of Analysis. When a log jam forms, the trained lum- 
berjacks study the jam closely and quickly locate the key log. Then 
one of them makes his way to the key log and dislodges it. 

It is the same with the “jams” that are at the bottom of all busi- 
ness problems. In each case there is a “key log” fact upon which 
the entire situation hangs. Careful handling of this key fact leads 
to a speedy and complete solution. 

We get to the key fact of a problem thru exercise of our power 
of analysis—the ability to discard as irrelevant the facts that do not 
have a direct bearing upon a solution of the problem and to fix our 
attention upon the facts that bear directly upon its solution. Thru 
the process of elimination we quickly work down to the one fact 
upon which*the solution turns. 

The distinction between the man who simply accepts facts and 
one who analyzes them is shown by the way two men go about 
choosing the location for a store in a large city. They both select 
several locations that promise to be advantageous and count the 
people passing each as one way of deciding which is the most likely 
to draw trade. While one simply finds the total, the other groups 
them by sex, by ages, by occupations, and by apparent wealth. 
Despite the count, the first man’s decision will be based on a broad 
guess. Thanks to his analysis, the second’s will be based on facts 
that point directly to the actual truth. 

The business executive must go directly to the heart of every 
problem; he cannot afford to muddle thru. He must accept no facts 
at their face value, but must analyze them and consider them from 
every point of view. 


6. Decision. Despite clear analysis, some men hesitate to decide. 
It helps to overcome indecision if we will realize that our first mature 
judgments are ordinarily our best judgments. If we analyze clearly 
and resolve the questions to the essential facts, an immediate decision 
is much more likely to be correct than a decision made after we have 
begun to hesitate and doubt, and our thoughts have become muddled. 
Decisions are a constant, ever-present part of executive duties. 
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Be sure of the facts, analyze, decide promptly, and then act, 
should be the formula of the busy executive. 


7. Organizing Ability. The capable executive works out matters 
of general policy, and, after consultation with his department man- 
agers, he depends upon them to apply these policies in the manage- 
ment of their own departments. He organizes the work so well that 
his managers relieve him of practically all detail, so that he can 
devote his time to matters of general policy. 


Organizing ability is the ability to divide duties and responsibili- 
ties in a manner that enables each individual to contribute to the 
best of his ability to the profitable operation of the business; it is 
dependent chiefly upon the ability to select men who can be trained 
to assume responsibility and of assigning to them an amount of 
responsibility that they can carry with success. 


No executive can manage in a large way until he has learned to do 
this. He should study human nature so as to be able to determine 
whether or not a man can be entrusted with responsibility and to 
learn how much authority should go with the assignment of respon- 
sibility. He should study different forms of organization, note how 
large departments can be without being unwieldy, how finely they 
can be broken up into smaller units without overdoing jt. He must 
measure the importance of each activity by its actual contribution to 
profits and must eliminate the departments that do not contribute. 
His ultimate objective always should be the best results with a mini- 
mum of organization. 


8. Constructive Imagination. “The strong man sees the possible 
houses and farms,” Emerson says, and not just “the farms that are 
fenced and tilled, the houses that are built.” 


Constructive imagination consists ordinarily of putting together 
in new combinations what we already know and of using what is 
already in the business. It is an ability which helps us to do “the 
same old thing” in « better way. It enables you to decide on a 
matter to-day and be reasonably sure that to-morrow’s developments 
have been taken into account—that your decision is farsighted 
rather than nearsighted. 


9. Adaptability. The executive may keep his desk free from an 
accumulation of letters, telegrams, memoranda, and reports demand- 
ing decision thru the ability to adjust himself quickly to each new 
situation and to adapt his mind accurately to its demands. 


Mental adaptability to the demands of rapidly changing problems 
and personal adaptability to various types of peoples and various 
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situations are acquired thru experience and thru increasing our store 
of knowledge and our general grasp of guiding fundamentals. As we 
come to know and understand men, and as we come to know and 
understand the principles upon which business conduct is based, we 
adapt ourselves with increasing ease to the new situations that arise. 


10. Leadership. One business leader says that his method of 
giving instructions is to talk over the problem with the man that is 
to carry them out and to reach a plan of action with him. When 
the man puts the plan into execution he does it with a feeling that it 
is his own quite as much as his associate’s. Altho this method is not 
one that will always apply, it points the moral. A wise leader leads, 
not by giving commands, but by securing the codperation of others. 


Ability to accomplish things ourselves, poise and self-control under 
all circumstances, a fair, open-minded attitude toward all with whom 
we work, and sympathy and tact in our contact with all with whom 
we are associated, are bound to secure for us the approval and loyalty 
of our associates. As we inspire in others the respect, confidence, 
loyalty, and enthusiasm which causes them to put forth their best 
efforts willingly, any need of coercion disappears. 


11. Impressiveness. Success in business depends to a consider- 
able extent upon the impression we make. What we say and do, 
how we appear to others, and the manner in which we handle our- 
selves, all make definite impressions. We are constantly being “sized 
up,” and what others hear us say and see us do makes the first, and 
often the deepest and most lasting, impression of our ability. The 
interviewer sizes up the applicant; the boss sizes up the new man 
who comes to his desk. Each one of us should constantly display a 
bearing, a manner, and a spirit that will inspire the respect, confi- 
dence, and favorable attitude of everyone with whom we come in 
contact. 


12. Ability to Apply Principles. The able executive knows that 
a permanent selling price cannot be determined on the basis of what 
his competitor is charging, but must be fixed with a strict regard 
to the workings of the law of supply and demand; he knows that if 
his concern must eventually take a loss, the sooner it does, the less 
the loss will be. If it can be shown that a new machine of different 
design will save time and materials, as compared with the present 
one, the works manager may recommend its purchase, even tho a 
loss must be taken on the substitution, because the savings te be 
effected are lost until the new machine is in operation. , It is thru 
ability to associate every problem with the fundamental principles 
that apply, that the executive makes decisions that contribute to 
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profitable management. Likewise with persona: success; all success- 
ful men follow the same laws of action and Jeadership. They all plan 
ahead. They all analyze themselves to determine in what directions 
they must strengthen themselves. They think thru to definite goals 
and objectives. It is because it is devoted mainly to illustrating, 
stating, and applying the principles upon which both personal and 
business success is based that this training program is of supreme 
importance to you in your program for developing greater executive 
strength. 


oh 


As you turn to the working papers to test yourself on 
each of these twelve qualities, consider that rarely—if 
ever—do men possess these qualities without effort on 
their own part. Those successful men who are fully 
developed have attained such strength by means of some 
kind of self-improvement program. The working papers 
which accompany this manual give you the opportunity 
to start your self-development program at once. After 
testing yourself there you will be ready to get the most 
out of Executive Manual 2. 
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ECONOMIC PRINCIPLES OF MANAGEMENT 
Part I 


Some Economic FuNDAMENTALS 


S YOU start here to take apart practical business 
management for the purpose of finding out how 
materials, money, and men are organized and 

directed, with the idea in mind of uncovering the funda- 
mental principles of successful management, you are 
beginning a fascinating and profitable analysis. You are 
acquiring guides to success which have been developed 
out of the actual experience of generations of practical 
business men who have successfully handled all types of 
problems in business management. 

These fundamental principles of profitable manage- 
ment are as tools in the hands of practical executives, 
who apply them in correctly solving a continuous stream 
of management problems. Many of these problems are 
simply matters of detail which can be quickly disposed 
of, but others require painstaking analysis and the exer- 
cise of judgment arrived at by applying sound principles. 
We want to understand these principles and be able to 
apply them in the practical solution of all kinds of busi- 
ness problems; we want to develop the ability to handle 
successfully the kind of executive problems that rela- 
tively few in business are able to handle—and thereby 
establish the best foundation for personal advancement 
in business. 

But in doing this, we must not neglect to develop 
ability in the efficient handling of the many little things 
that come up for executive decision day by day. No 
one connected with the management of a business should 
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ever lose sight of the fact that a substantial increase in 
net profits is gained by an intelligent solution of a large 
number of minor problems, as well as by correctly solving 
the major problems of management. 


In taking care of all the minor as well as the major 
difficulties that come up in the day’s work, an efficient 
executive is always on the lookout for the underlying 
cause of the difficulty, in order to prevent the same diffi- 
culty from coming up again. Take, for instance, .the 
simple matter of settling a dispute between two workers. 
In doing this, we want to be on the lookout for any 
general cause of discord in the organization. An execu- 
tive adds materially to his managerial efficiency and value 
to his house if he digs down below the surface to find 
the underlying causes of any difficulty of consequence he 
faces, with a view toward eliminating similar difficulties 
elsewhere in the business. The cause of the dispute 
between two workers, for instance, may lie in conflicting 
instructions from different representatives of the manage- 
ment, occasioned by conflicting authority. This, in turn, 
may lead back to a flaw or omission in the general plan 
of organization, which should, of course, be remedied 
immediately to prevent the same difficulty from cropping 
up again. 

It is not sufficient merely to solve and to dispose of 
each difficulty as it arises; it is fundamental to profit- 
able management also to get at the underlying cause 


and to institute corrective measures at the source of 
the difficulty. 


Whatever the cause of the dispute may have been, 
there lies in its solution, as in that of every other prob- 
lem, the possibility of discovering something which could 
be more generally applied for the good of the business as 
a whole. An efficient executive never loses sight of this 
possibility in solving all his problems, small or great. He 
is equally thoro in his solution of both minor and major 
problems of the business. 
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Many of the larger problems of management involve 
conditions outside the business, over which an executive 
may have little or no direct control, but which he must 
thoroly understand in order to shape his policies, plans, 
and methods so as to take the fullest advantage of them. 


Take, for instance, the problem of adding new products 
or of eliminating old ones, or of deciding upon increases 
or decreases in the volume of production as a whole or 
in part, or the problem of whether or not to borrow 
funds for use in expanding the business; in correctly 
solving them we must face the fact that there are many 
factors outside the business, and largely outside of our 
own control, which must be thoroly understood and con- 
sidered. The probable trend of general business condi- 
tions, of commodity prices, of rates on loans, of activity 
in other industries—many such outside considerations 
affect decisions on financing, producing, and selling plans. 

These outside conditions, in most cases, are always 
changing. For example, in figuring on making additions 
to a factory or in planning a sales campaign we must 
consider the possibility of changes in general business 
conditions which would affect, either favorably or unfa- 
vorably, the profitableness of carrying out the plan. Our 
plans may also be affected by local conditions, such as a 
crop shortage in one section of the country, or a shortage 
of labor in another, or a building boom in certain cities, 
and so on. The great business depression of 1921 was an 
example of a change in general business conditions. 

Again, Dame Fashion brings about many changes in 
buying habits. The coming of short skirts, for instance, 
caused a change in the demand for women’s shoes and 
hosiery. Such changes, over which a sales executive has 
little or no control, must all be considered in planning 
future sales and production. 


Management Must Deal With Fundamentals. Manage- 
ment is never efficient when it ignores outside conditions 
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which affect its sales or its purchases or its cost of operat- 
ing the business. In many cases greater ability in 
anticipating the effect of these outside influences on a 
business is the main reason why one of two businesses 
in the same line is more successful than the other. The 
more successful business concerns in every line are those 
which know, not only how best to settle insignificant 
quarrels between workers and how to eliminate errors 
from, or gain short cuts in, clerical work, but also how 
to adjust their larger policies in order to gain the most 
advantage from an approaching change in outside condi- 
tions. Therefore, let us definitely set up as a funda- 
mental of profitable management that— 


The successful executive not only knows and under- 
stands the outside factors which affect his business, 
but he anticipates as far in advance as possible what 
effect the changes and developments in these outside 
factors will have on his business. 


At times the progress of a business may depend almost 
entirely upon a correct application of this fundamental. 
Take the case of one retail dealer in phonographs, pianos, 
and piano players. Every year his business made sub- 
stantial gains and he felt himself securely intrenched. 
That there should be a connection between wireless 
telephony (a development entirely outside his own line) 
and his own business never occurred to him. But in a 
remarkably short time radio was developed and spread 
like wildfire, and this dealer in phonographs and piano 
players found himself face to face with powerful com- 
petition which challenged every dollar of his invested 
capital. Had he been among the first to anticipate this 
change, made a study of radio, and added radio equip- 
ment to his line, the chances are that he would now be 
making more money than ever before. 


In every line of business it pays to be able to antici- 
pate changed conditions, and our next executive manual 
will be devoted entirely to this important matter of 


SOME ECONOMIC FUNDAMENTALS 5 


looking ahead in business. But let us now turn briefly 
to another very important fundamental of profitable 
management—that of establishing definite goals or objec- 
tives for each activity of the business. 


Establishing Fundamental Objectives. A business exec- 
utive can do nothing that will hasten his success and 
make it more certain and permanent than to cultivate 
- the habit of thinking in terms of fundamentals—which 
means, among other things, always keeping his final 
objectives in mind. It is a primary aim of this training 
and service to develop ability to do the kind of funda- 
mental thinking that characterizes the work of the more 
successful of business executives. 

Here is one of the important principles that applies 
in this kind of thinking: 

Before reaching any decision, the executive should 
always strive to establish the one fundamental pur- 
pose to be achieved. 

The office manager of a large wholesale house was con- 
fronted with the problem of reducing expenses in the 
record-keeping department, which was contributing too 
much to the general expenses of the business. Analysis 
of this problem revealed the fact that more printed forms 
were being used than were necessary. Not only were 
the unnecessary printed forms expensive to supply, and 
to use, but also they required more equipment for filing 
and more clerical help in filing them. Here was the 
fundamental cause of too much expense in operating the 
record-keeping department—too many records to keep; 
that was the real source of the difficulty. By eliminating 
all unnecessary records and then subjecting each new 
record form proposed to the fundamental question, “Is 
it absolutely necessary?” this office manager cut nearly 
$3,000 from the annual expense of operating the record- 
keeping department—to say nothing of savings elsewhere 
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in the business thru greater simplification and standard- 
ization of the record forms. 

Again, a retail merchant whose net profits were decreas- 
ing found that his average inventory of goods carried in 
stock was growing, altho his sales were not increasing 
substantially. His rate of stock turnover was slowing 
up. He was tying up too much money in stock that 
would not sell quickly enough. That was the funda- 
mental difficulty. To meet it, this merchant applied to 
all his buying the one basic question, “Will it sell fast 
enough to increase my rate of turnover?” The answer 
to this one question controlled both the variety and 
quantity of his purchases. Thus he set up his funda- 
mental objective. 


That is what is meant by thinking in terms of funda- 
mentals. This kind of thinking is one of the secrets of 
success in business which all students of profitable man- 
agement should early strive to achieve. As one means 
of developing greater power of fundamental thinking, let 
us determine upon and analyze the underlying causes of 
the development of industry and trade. 


How and Why Business Has Developed. Many centuries 
ago man came to see the advantages of specializing on 
the production of one product and trading it for other 
things that he needed and desired to have. For instance, 
those men in primitive times who were especially adept 
at hunting and fishing would follow this work, and then 
exchange their fish and game with other men who were 
not good hunters or fishermen but who could tan hides 
and convert them into clothing. This was an early appli- 
cation of the fundamental principle of specialization or 
“division of labor.” Its obvious advantages explain, 
fundamentally, why industry and trade have developed. 

To-day nearly everyone is a specialist of one kind or 
another. And we can see how it is that the use of money 
as a medium of exchange has made possible the tremen- 
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dous expansion of specialization in modern times. By 
the use of money we are able to exchange the output of 
our labor for the many different things we buy. We as 
individuals produce more and therefore can have more 
of the things we want as a result of the development of 
specialized production, for we know that— 

Production is increased and the cost of production is 

decreased when men specialize in production and then 

trade their products with each other. 

That in a nutshell is the fundamental cause of the 
development of modern business. Everywhere in modern 
business we can see this simple principle of specialization 
at work. It is an economic fundamental in profitable 
management. 


THE LAW OF SUPPLY AND DEMAND 

Knowing the part played by the use of money in 
enabling us to expand the application of the principle 
of specialization, let us now get down into the economic 
fundamentals which give us a clear understanding of 
how the prices of the things we buy and sell are deter- 
mined. This brings us directly face to face with the 
economic law of supply and demand. Do we really 
understand this important law—that “supply” is the 
amount of anything available at the current price offered, 
and that “demand” is the amount of anything wanted 
at the current price asked? Do we know that it is only 
the amount of anything actually supplied and demanded 
at the current price that enters into the work of the 
law of supply and demand as this law operates to change 
the price of that thing? 

Thoroly to understand the causes of price changes is 
our prime purpose in studying the law of supply and 
demand. We want to know why prices change in order 
to be able, in so far as possible, to anticipate changes in 
prices and prepare for them. 
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In order to get the right kind of a start, let us set down 
one point always to be kept in mind: 

As a cause of price changes, supply and demand 
always operate together—never alone; it is a change 
in their relation, one to the other, that causes prices 
to change. 

One economist aptly compares supply and demand to 
the two blades of a pair of shears: one blade is supply 
and the other is demand. When the shears are used, 
who shall say which blade does the work! 

We know, however, that in some cases a change in 
supply, as when the cotton crop is unusually small or 
large, is the prime factor in causing a change in the rela- 
tionship between supply and demand. In other cases a 
change in this relationship comes as the result of a change 
in demand. But in every case it is a change in the 
relationship of supply and demand that affects prices. 
The supply of copper, for instance, may increase, but the 
price of copper would tend to remain the same if at the 
same time the demand for copper at the current price 
should increase enough to absorb the increased supply. 
There must be a change in supply relative to demand 
or in demand relative to supply in order to have a change 
that affects prices under the law of supply and demand. 


How Price Changes Affect Supply and Demand. Not 
only do changes in the relationship of supply and demand 
cause prices to change, but also changes in price tend 
to bring about changes in the amounts supplied and 
demanded. If the supply of a commodity—say wheat or 
pig iron—is low in relation to demand at current prices, 
a higher price will tend to reduce the demand, and the 
supply offered at the higher price will be larger. If the 
demand at a certain price is low in relation to the supply 
offered at that price, a reduction in the price will tend 
to improve the demand and at the same time cut down 
the amount offered, because those who have the supply 
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will be less inclined to sell when the price is low. Thus 
we see how it is that— 
Price changes, thru their effect upon both supply and 
demand, tend to keep production and consumption in 
balance. 

We must bear in mind, however, that the foregoing 
effects of price changes are a tendency that holds good 
in the long run. At times, falling prices temporarily 
cause an increase in the supply offered by those who 
want to sell before the price goes lower still; while many 
buyers hold off for still lower prices and thus the lower 
price may cause a decrease instead of an increase in 
demand. Again, rising prices sometimes cause a pick up 
in demand because many want to buy before prices go 
still higher, while the supply offered is restricted by 
sellers who withhold their goods from sale in anticipation 
of still higher prices later on. But, in the long run, a 
higher price tends to cut down the amount demanded 
and to increase the amount supplied, while the lower 
price tends to increase demand and to decrease supply. 

Thus we can see how it is that price changes which 
come about as a result of a change in the relationship 
of supply and demand tend also to cause changes in 
the amounts demanded and supplied, and how, therefore, 
production and consumption tend to be kept in balance 
as a result of price changes. This matter will be more 
fully explained later on. 

It should be remembered that our aim in considering 
certain economic fundamentals early in our course in 
Business Management is twofold: 

1. To develop greater ability to think in terms of funda- 

mentals. 

2. To lay a foundation of sound economic fundamentals, 
which will be directly useful as a basis for a thoro under- 
standing of the practical principles of profitable man- 
agement which follow. 
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Thoro Analysis Necessary. The efficient executive is 
able not only to get down to the fundamental difficulty 
and the basic objective in solving each of his problems, 
but is able also to include in his analysis of a problem 
all important factors that must be considered in the cor- 
rect solution of that problem. He has breadth as well 
as depth of thinking power. He does not make the 
common mistake of jumping to the wrong conclusion by 
failing to take into consideration one or more important 
factors or facts which must be included in arriving at a 
sound conclusion. 

In his analysis of the causes of price changes, for exam- 
ple, the efficient executive will not fail always to bear 
in mind the fact that there are two blades to the supply- 
and-demand shears, which operate together in bringing 
about a change in price—that a large increase in demand, 
for instance, may come and yet the price may fall, if at 
the same time supply should increase at a relatively 
faster rate. As an illustration of this, take the case 
of crude rubber. Statistics show that since 1910 the 
demand for crude rubber has increased by leaps and 
bounds; nevertheless the price of crude rubber steadily 
declined from 1910 to 1921, because the supply of crude 
rubber during those years was increasing relatively faster 
than consumption. 

Let us, therefore, set up another guidepost in gaining 
a thoro understanding of the law of supply and demand, 
as follows: 

In explaining price changes, we must consider ALL 
the factors which underlie changes in both demand 
and supply. 

If the executives who controlled the buying of crude 
rubber in an automobile-tire plant had based their deci- 
sion concerning the probable trend of the price of crude 
rubber upon the rapidly increasing consumption of this 
commodity, without due consideration for all the factors 
which operated +o bring a fast increase in production, 
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then it is probable that they would have bought too 
heavily, with more capital than necessary tied up in this 
raw material. Let us never forget that ALL factorg 
which affect both supply and demand of any product, 
commodity, or service must be considered, weighed, and 
balanced in establishing the probable trend of change 
in price, and that it is a change in the relationship of 
supply and demand that brings about a change in price. 


In nearly every case there are many factors which 
affect demand and many others which affect supply. 
We shall make a general analysis of these factors later 
on. First, what really is demand? And what is supply? 


WHAT IS DEMAND 


In the first place, in order to have any effect on price 
demand must be more than merely desire. Desire for 
any commodity must be coupled with both willingness 
and ability to pay the price asked before it can really 
become what is called “effective demand”; that is, the 
kind of demand that is effective as a factor in changing 
the price of a commodity. The purchasing agent in a 
company that manufactures electrical equipment may at 
one time greatly desire to buy 100,000 pounds of refined 
copper, but his company may be financially able to buy 
only 20,000 or 25,000 pounds. His desire for any amount 
of copper greater than the amount he is willing and able 
to buy has no influence as a factor in changing the price 
of copper. It is only actual or “effective” demand that 
has any influence upon prices. 


Effective demand is distinguished from potential de- 
mand, which means the amount of anything that would 
be bought at other than the current price. 


Sometimes a law of demand is loosely stated as follows: 
“Demand varies directly with changes in the intensity 
of wants, and inversely with changes in the prices that 
must be paid for the goods.” But we know that intensity 
of wants alone does not constitute effective demand, as 
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above defined. There are still many people who intensely 
want or desire to have an automobile, but are unable to 
buy one. Their intense desire plays no part in the actual 
demand for automobiles. We know also that demand 
does not always change inversely with price changes. As 
previously explained, an increase in price may tem- 
porarily stimulate increased buying, while a fall in price 
may temporarily curtail demand—if there are many who 
buy before prices go still higher in one case or many who - 
wait for prices to go still lower in the other case. 

As a general tendency and in the long run, however, 
effective demand varies inversely with price changes; 
that is, as the price moves up effective demand tends to 
fall; and as the price moves downward effective demand 
tends to rise. If the price of the best-selling radio receiv- 
ing set increases, sales tend to fall off, unless increased 
sales pressure is used to counteract the adverse influence 
of the higher price or unless the prices of competing sets 
also rise, and, at the same time, the incomes of prospec- 
tive buyers increase sufficiently to make them willing as 
well as able to pay the higher price. But if the prices 
of competing sets do not rise, some prospective buyers 
may prefer them because of the lower price. Thus we 
come face to face with the competition of substitutes, 
which is a very important matter to be considered in any 
practical application of the law of demand. 

The demand for any commodity or product at a cer- 
tain price is affected by changes in the price of other 
commodities or products that may be satisfactorily 
substituted for it. 

When eggs are selling at 25 cents.a dozen, for example, 
and meat is relatively higher in price, the demand for 
eggs increases and the demand for meat tends to fall, 
because eggs are a satisfactory substitute for meat. 


How One Price Is Related to Other Prices. Then, there 
are a few so-called “joint products,” such as cattle and 
hides or cotton and cottonseed. In such cases, it is obvi- 
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ous that the production of one product largely controls 
the production of the other. When the demand for beef 
continues strong, the number of cattle slaughtered nat- 
urally increases, and this automatically increases the 
supply of hides, which tends to lower the price of hides, 
unless, at the same time, the demand for hides increases 
sufficiently to counteract this effect of a larger supply. 
In any case, the price of hides depends to a large extent 
upon the demand for beef. A relatively low price on 
beef generally means greater consumption of beef, more 
cattle slaughtered, more hides—therefore a lower price 
on hides. 


The prices of all commodities, products, and services 
are more or less affected by the prices of many other 
commodities and services. Some prices are directly and 
obviously influenced by other prices, as in the case of 
good substitutes or joint products; or it may be a goods- 
in-series connection, as when an increase in freight ton- 
nage brings an increase in demand for new freight cars 
and locomotives, which, in turn, increases the demand 
for lumber and steel and for the hundred and one other 
items that enter into the production of new railway 
equipment. This goods-in-series production and price 
relationship is found in many lines. 


The relations between prices of different commodities 
are varied, more or less direct or indirect, and often very 
complex. An efficient executive recognizes the impor- 
tance of thoroly understanding the direct price relations 
affecting the main items he buys or sells, and he makes 
a special analysis of them, always bearing in mind the 
fundamental fact that price changes come from changes 
in the relationship of demand and supply and not simply 
from fluctuations of one or the other. 


Competition a Factor in Price Changes. Perhaps the 
greatest economic force in modern industry and trade is 
healthy competition, by which sellers actively compete 
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with each other for sales and buyers compete with each 
other for supplies. Competition is nearly always at work 
in both the buying and the selling sides of the market. 
Usually competition is keenest among the sellers, altho 
now and then, as during the War and post-War boom, we 
had a sellers’ market, with many buyers bidding up the 
prices in order to attract more goods and services their 
way. This leads us to another economic fundamental: 
It is the balance of power, as between competition 
among sellers and among buyers, that constitutes the 
active force which operates from time to time to raise 
or lower prices. 

The business manager is concerned primarily with 
competition as applied to his problem of selling his 
output at a price that yields him a fair profit. He seeks 
competitive advantages which give him his share of sales 
at low cost. These advantages may be solely in superior 
design of product, in strong advertising and better sales- 
manship, or in a better reputation for good service, built 
up by years of careful handling of orders. 

Competitive advantages may be gained thru improve- 
ments of many kinds; and it is the prime function of 
management to make these improvements. 


While a business manager is concerned with purchas- 
ing power in general, because it affects his selling prob- 
lems, he is more immediately interested in supplying his 
share of the demand for goods in his line. He knows, 
for instance, that even tho the total demand for goods 
in his line may be fairly well fixed, his company may 
secure a larger share of the total sales if he can make 
his product better and more serviceable than that of his 
competitors, or so reduce his costs as to be able to reduce 
his price, and thus increase his sales. It is a prime func- 
tion of management to strive for these and all other 
possible competitive advantages. 


How Demand May Be Increased. Within certain limits, 
demand for particular products may be controlled— 
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increased or decreased—almost as readily as supply. 
Because demand tends to vary directly with changes in 
the breadth and intensity of desire, and inversely with 
changes in prices, there are two basic points of attack in 
increasing demand: 

1. The breadth and intensity of the desire may be increased, 

as by advertising. 

2. The price may be reduced, or the quality of the product 

or service may be improved and still sold at the same 
price, which is, in effect, a reduction in price. 

Suppose you are making player pianos and believe 
that you have about “gone the limit” at the present 
time in reducing costs by introducing the most efficient 
production methods. You have thereby been able to 
establish a low price—quality, quantity, and service con- 
sidered. You have still another means open by which 
you can expand sales. You can increase the breadth 
and intensity of the desire for your product. This is 
sometimes called “demand creation.” It is the result 
of better advertising; of improving the product, as by 
better style and design; or of better salesmanship and 
service; and so on. Some of these improvements may 
involve additional expense, but as a rule the resultant 
larger volume of business serves to keep down the cost 
per unit of product sold and to increase net profits. This 
involves another important principle of profitable man- 
agement: 

Give more for the money in the form of a better 
product and better service when this will result in 
an increase in the volume of ‘business and at the 
same time carry with it a long-run increase in net 
profits. 

Increased cost of making a better product and render- 
ing better service may be more than balanced by a 
decrease in selling costs, because the product is then 
easier to sell; or it may be more than balanced by an 
increase in net profits as a result of the larger volume of 
sales, even tho both selling costs per unit of product sold 
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and production costs per unit are increased as a result 
of making a better product and rendering better service. 
But making a better product and rendering better service 
do not necessarily mean higher costs per unit of product 
made and sold; for the larger volume of production and 
sales may bring savings that reduce costs, as by a decrease 
in overhead expenses. 


THE ECONOMIC MEANING OF SUPPLY 


We have defined the economic meaning of demand. 
Let us now get at the economic meaning of supply. 

When the word “supply” is used in connection with 
the law of supply and demand, it does not mean the 
entire stock of a commodity that may be in existence, 
but only that portion of the total stock which is offered 
for sale at the current prices. At a dollar a bushel, for 
example, many farmers might not care to sell their wheat. 
The total stock of unsold wheat in the country would 
not be available at that price. Only the part of the 
total stock of a commodity that is available at the cur- 
rent price can have any force as a factor in changing that 
price. This part of the supply is sometimes called the 
“effective supply.” And we remember that the effective 
demand is the amount that buyers are willing and able 
to buy at the current price. 


Let us be sure to understand that it is the effective 
supply and the effective demand that are the active forces 
which operate together in causing prices to change at 
any time. Let us make sure that we thoroly understand 
how they work together. If the effective supply of any 
commodity at a certain price is greater than the effective 
demand at that price, then competition among sellers 
immediately sets in and tends to lower that price. A 
lower price, as a rule, tends to attract more buyers and 
fewer sellers. If effective supply at a certain price is 
less than effective demand at that price, competition 
among the buyers tends to raise the price. A higher 
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price tends, ordinarily, to attract more sellers and fewer 
buyers. Thus: 
Price changes are caused by changes in the relation 
of effective supply to effective demand, and changes 
in price tend to cause effective demand and effective 
supply to keep in balance. 

It is also true, of course, that when buyers and sellers 
know what the total stock of a commodity is or is likely 
to be later on, their bids and offers are influenced by 
this information, which is a factor in determining effec- 
tive supply and effective demand; therefore, a factor in 
determining the price of that commodity. Also, when 
buyers and sellers know the trend of consumption of 
a product or commodity, this knowledge affects the 
amounts that they are willing to buy and sell at current 
prices. 


Price and Cost Stability an Important Objective. Traders 
and business men watch closely for all facts and figures 
that serve to indicate changes in the total stock of the 
goods and materials which they trade in or use in pro- 
ducing finished products. They also watch for trends 
of change in consumption. ‘To-day, more than ever 
before, a business man can make effective use of the 
facts about production and consumption in his line as 
supplied by various departments of the Government, by 
private economic and statistical services, by trade asso- 
ciations, trade papers, and the like. If the figures he 
gets are complete and accurate, and if he can correctly 
interpret them, he is in position to operate his business 
at much less risk of loss. He can more readily keep his 
production in better balance with sales. When many 
business men do this, the general effect is greater stabili- 
zation of prices and costs, and this is a good thing for 
business as a whole. 

Price and cost stability is one of the most important 
objectives of business management as a means of 
reducing the uncertainties and risks of business enter- 
prise. 


18 ECONOMIC PRINCIPLES OF MANAGEMENT 


The producer whose output is greater than he can 
profitably sell not only suffers loss himself, but also 
contributes toward a general condition of unbalanced 
production and consumption which brings about the 
necessity of price changes. Thus inefficiency in one busi- 
ness may adversely affect others in the same line by 
upsetting prices. That is why many good business men 
prefer to face intelligent competition. To gain price and 
cost stability is a fundamental aim of many industrial 
and trade associations. 


THE ELASTICITY OF SUPPLY AND DEMAND 


Before considering the application of the law of sup- 
ply and demand to the problem of prices and costs in 
an individual business, we must analyze still another 
general phase of this law of supply and demand. 
It concerns the extent of changes in supply and in 
demand in response to price changes of various com- 
modities. Summed up briefly it can be reduced to the 
following: 

When a change in the price of a commodity causes a 
change in demand for it, that commodity has (in eco- 
nomic terminology) elasticity of demand. 

While the demand for nearly every commodity or 
service is more or less affected by a change in price, the 
same proportionate increase or decrease in the prices of 
two or more commodities may cause a different rate of 
decrease or increase in demand for them. A 10 per cent 
increase in the price of milk, for instance, may cause a 
15 or 20 per cent decrease in the demand for milk, unless, 
of course, the prices of substitutes for milk rise at the 
same time. On the other hand, a 10 per cent increase 
in the price of salt would probably make no appreciable 
difference in the demand for salt. That is an extreme 
contrast, but it illustrates the fact that the responsive- 
ness of demand to price changes varies with different 
commodities. 


Supply is also elastic. An increase in the price of 
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wheat, for instance, may increase the effective supply of 
wheat, unless those in possession of it choose to keep 
out of the market in anticipation of a still higher price. 
A 10 per cent increase in the price of anthracite coal, 
on the other hand, may result in hardly any increase 
in supply, because anthracite coal is relatively inelastic 
in both demand and supply as compared with wheat. 


It is important to determine the variable speed and 
extent of changes in supply and demand that come in 
response to price changes on the things we buy and sell. 
Losses resulting from mistakes in adjusting supply to 
demand can be cut down by the executive’s skill in adapt- 
ing his supply to demand on the one hand, and on the 
other hand by so stimulating demand as to keep it in 
step with his rate of production. One is primarily a 
problem in production; the other, a sales problem. 


OBLIGATION TO PROMOTE GENERAL BUSINESS WELFARE 


It is a so-called “social” obligation—that is, an obliga- 
tion to business as a whole—as well as an obligation to 
his own business, that should prompt an executive to 
maintain a good balance between production and sales. 
General business depression is brought on when produc- 
tion in general gets out of line with consumption; and 
generally unbalanced production and consumption as a 
whole results when many individual business men permit 
faulty adjustment of sales and production to develop in 
their concerns. 


As a matter of fact, when many business men let 
excessive surplus stocks of their products pile up at 
various points in the channels of distribution, as they 
did in 1919—when excessively large stocks accumulate 
on retailers’ shelves and in jobbers’ warehouses, or in 
the hands of speculators who are holding goods for rising 
prices—this condition of affairs is a factor in bringing 
on a general business depression, as it did in 1920. 

Thus, there is a “social” obligation for a business man 
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to handle efficiently his problem of keeping production 
and consumption, or supply and demand, as well bal- 
anced as possible, for the sake of stability of general 
business conditions. 

Let us now analyze the manager’s problem of prices 
and costs; also develop further our understanding of the 
relation between supply and demand and prices. 

Economic laws and principles underlie the correct solu- 
tion of many important business problems, such as: 


Whether or not to issue short-term notes or long-term bonds 
in acquiring additional capital for a business affected by a 
forecast of changes in interest rates and in the value or pur- 
chasing power of the dollar? This forecast requires a thoro 
understanding of the causes and effects of price changes. 


At what figure shall sales quotas be established for the com- 
ing year? A larger or smaller increase over this year than 
this year’s was over last, which depends upon demand, pur- 
chasing power of buyers, costs of getting increased sales, etc., 
as determined by the probable trend of general business con- 
ditions? The man who understands economic principles is 
in a position to interpret the signs of change and shape his 
policies to take full advantage of them. 


Whether to purchase now or later? In large or small quan- 
tities? This also requires knowledge of the economic prin- 
ciples that explain price changes, which, in turn, enable the 
buyer to forecast changes in the prices of individual com- 
modities. 


Whether to grant or refuse general wage increases? This de- 
pends upon a forecast of changes in other costs of production 
in relation to changes in the workers’ cost of living; also upon 
the general trend of employment conditions, as well as upon 
other factors. 


The intelligent and correct solution of these and of 
many other important business problems requires ability 
to look ahead, which is based upon a thoro understanding 
of economic laws and principles. 
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Partelt 


Tue Price AND Cost PRoBLEM 


O IMPORTANT is management’s problem of prices 
S and costs that it will pay us to go deeper into the 
relation between supply and demand and prices. If 
a business executive understands thoroly how changes in 
price, and therefore in costs, come about, he is better 
able to adjust his prices and control his costs in profitable 
relation to the prices and costs of those from whom he 
buys and to whom he sells. We should therefore find 
out more definitely how and why prices are determined 
and why they change from time to time. 


What Is a Price? Price is a means of measuring value. 
When we say that a hat is priced at $5.00 and a suit of 
clothes at $50.00, we express the relative value of these 
items; the value of the suit is ten times the value of 
the hat, or one suit would exchange for ten hats. Thus 
we see that fundamentally the value of anything is its 
power of exchange over other things, and that its price 
in relation to the prices of other things measures this 
power of exchange. 

In most countries, a fixed weight of gold is used for 
measuring value. In the United States, a lump of pure 
gold weighing 23.22 grains, as fixed by law, is one dollar’s 
worth of value. The value of this weight of pure gold 
exactly measures the value of a dollar, just as the length 
of a certain strip of metal preserved by the Bureau of 
Standards at Washington is exactly one yard in lineal 
measurement. 

21 
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Unlike a yardstick with its fixed length, however, a 
dollar in gold is not of fixed value. An increase in the 
level or average of prices means a decrease in the value 
of a dollar; that is, more dollars are asked in exchange 
for a hat or house or anything that is bought. 


During times when the level of prices is rismg and the 
value of a dollar is falling, a business man can more 
freely borrow dollars for fixed investment—to be paid 
back to the lenders a year or more later when dollars 
are of less value. In purchasing raw materials and sup- 
plies, in estimating or budgeting future expenses, in 
setting a sales price, and so on, as well as in borrowing 
money, it is incumbent upon management to know 
whether prices and costs are rising or falling; also, in so 
far as possible, to determine whether they will continue 
to rise or fall. 


Falling prices are usually a good test of the efficiency 
of management, because customers are then inclined to 
hold off their buying and wait for lower prices. When 
prices are falling, inventories of stock on hand must be 
held down to avoid tying up too much working capital. 
This means that management must be more than ordi- 
narily cautious about buying ahead. At such times 
fluid reserves—cash and other assets readily convertible 
into cash—are likely to be needed in order to meet un- 
usual obligations or to cover extraordinary losses. When 
prices are falling, leaks and losses arising from poor man- 
agement show up most plainly and their effect upon the 
business is most severe. 


Good judgment concerning the future trend of prices 
is based upon a thoro understanding of what makes a 
price. 


What Makes a Price? In the first part of this survey 
of economic fundamentals we got at the real meaning 
of supply and demand by showing how it is effective de- 
mand—which is desire backed up by ability and willing- 
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ness to buy at the market price—that really counts in 
business; and how effective supply—which is the amount 
offered to buyers at the market price—is the part of the 
total supply that enters into business transactions. We 
also saw how supply and demand always operate to- 
gether—how it is a change in their relation one to the 
other that affects prices; and we saw how necessary it is 
to take into consideration all the factors that influence 
both demand and supply when explaining or anticipating 
price changes. 


Further analysis reveals the fact that there are buyers 
who are able and willing to pay a higher price than that 
asked in order to get all they want of a commodity or 
service whenever the supply of that commodity or serv- 
ice, as offered at the going price, is less than they want, 
or when they fear the supply will be less than they will 
want, as when they anticipate a freight tie up, or a strike, 
and so on. These competing buyers are the active forces 
in bidding up the price; and, on the other hand, compet- 
ing sellers, who are willing to sell at lower prices in order 
to move their supplies, are the active force in lowering 
prices. 


What Is a Market Price? Now, before going on with 
our analysis of the causes of price changes, we should 
answer the question, “What is a market price?” for that 
is the kind of price we are thinking about. This ob- 
viously brings up the question, “What is a market?” 


A market for any commodity or service is, of course, 
composed of buyers and sellers of that commodity or 
service, and there are many different market places for 
nearly all commodities. The markets for some things 
are confined to one locality; while other commodities, 
such as wheat and cotton, have what are sometimes called 
“world markets,” and they sell at about the same price 
in different countries, because buyers and sellers in each 
country are competing with buyers and sellers in other 
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countries. For example, if the flour mills in England 
want more wheat than they are able to get at the current 
price, their buyers in Liverpool bid up the price in order 
to attract a greater supply to that country. Their pur- 
chases at higher prices—the news of which is soon cabled 
to other important wheat markets—cause sellers in those 
other markets to hold out for higher prices; and buyers 
in those other markets necessarily must meet the Liver- 
pool price. Thus the competitive forces that fix the price 
of wheat are international, causing wheat of one grade 
to sell at about the same price everywhere around the 
world, the cost of wheat delivered to different places 
varying mainly with differences in the cost of transporta- 
tion from the producing centers. 

We can now see the logic of the following technical 
definition of a market: 

A market for any commodity or service is the terri- 
tory thruout which virtually one price prevails at any 
one time for that commodity or service; it is the area 
wherein operate the main forces of competition which 
fix this one price. 

A market price, therefore, implies a single price (that 
is, the same price is paid by all buyers at any one time 
in any one market, as when all pay eight cents a pound 
for sugar) and it implies that this price is fixed by com- 
peting buyers and sellers. 

It is apparent that there is a wide range of differing 
markets for different products. Perhaps the stock and 
bond markets and the produce exchanges come closest 
to being perfect markets, for there the bids and offers of 
traders are almost instantly made known to all other 
traders, thus giving the greatest amount of freedom to 
the play of competition among a very large number of 
wide-awake competitors on both the buying and the sell- 
ing sides of the market. 


Who Makes the Market Price? Who among the buyers 
and the sellers in any market have the greatest influence 
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in determining the market price? Take the buyers and 
the sellers of a manufactured product, particularly a 
product of standardized quality, like copper wire or steel 
rails or a certain kind and grade of lumber; who among 
the buyers and sellers of such a product really have the 
greatest influence in fixing prices? 

In economies, they are called “marginal” buyers and 
sellers. The marginal sellers or producers of a product 
are those who, among all the sellers or producers of that 
product, have the highest costs; therefore they can least 
afford to accept a lower price. They must get a price 
which, at least in the long run, is high enough to pay 
their costs; otherwise they would not continue to pro- 
duce the product. The marginal buyers are those who 
can least afford to pay a price higher than the current 
market price; they are, therefore, the first buyers to drop 
out of the market when the price rises. 

If increasing consumption of copper, for example, causes 
its price to rise, the marginal buyers of copper, who can 
least afford to pay a higher price, tend to be the first 
to cut off their purchases; and if the price falls, the 
marginal producers, whose costs are highest, tend to be 
the first suppliers to cut off their offerings. 

Now, if the price of copper rises and stays up higher 
for any length of time, this higher price causes more 
high-cost producers to get into production, and the lower- 
cost producers tend to speed up their operations. Thus 
the higher price calls forth a greater supply. A lower 
price works in the opposite direction; it attracts into 
the market a group of buyers who had not been able or 
inclined to buy at the higher price, while certain other 
buyers in the market tend to purchase more copper than 
when the price was higher. 

Thus rising prices tend to increase the number of 
producers and the quantity of production; at the same 
time rising prices tend to .decrease both the number of 
buyers and the amounts purchased. Falling prices tend 
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to decrease supply, both the number of producers and 
amounts produced; at the same time falling prices tend 
to increase both the number of buyers and the amounts 
they purchase. In each case it is the marginal buyers 
and sellers who have the greatest influence as active 
forces in bringing about these changes. 

We can now see better how price changes affect sup- 
ply and demand. But we must also remember that 
changes in the relationship of supply and demand affect 
prices, as explained in preceding pages. When supply 
and demand get out of balance—when more, or less, of 
something is available at the current price than is de- 
manded at that price—this causes a change in price; and 
the new price brings supply and demand back into bal- 
ance thru its effect upon marginal buyers and sellers, as 
above explained. 


THE COST PRINCIPLE IN ECONOMICS 

We are now in position to understand more readily 
another important economic fundamental which has a 
direct bearing upon price and cost problems in business 
management. It is the fact that— 

The prices of products which have competitive mar- 
kets tend to coincide with the costs of production to 
the marginal producers. 

If selling prices in any industry are so high that even 
the marginal (high-cost) producers make an unusually 
big profit, sooner or later additional producers are at- 
tracted into this industry; and more producers keep on 
entering the industry until the total output in that in- 
dustry grows so large that the selling price of the product 
is ultimately brought down close to the costs of the 
marginal or high-cost producers. At one time in the 
Grand Rapids furniture industry, for example, selling 
prices were so high in relation to costs—that is, profits 
were so good—that many of the salaried employes left 
their jobs to establish manufacturing plants of their own. 
Soon the supply of furniture came to exceed demand 
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at those high prices, and prices fell fast and far enough 
to wipe out many of the smaller, newer, and the high- 
cost producers. Such, in brief, is the cost principle in 
economics. It is sometimes called the “law of normal 
competitive price,” because— 

The normal tendency of prices under competitive con- 

ditions is to travel toward and remain close to the cost 

of production of marginal producers. 

It is apparent, of course, that the prices of any com- 
modity, such as copper, coal, cotton, and the like, must 
be high enough to meet the costs of the marginal pro- 
ducers; if not, these high-cost producers quit producing, 
for they will not, for any great length of time, operate 
at a loss; and then a new set of marginal producers takes 
their place. It is also apparent that the nonmarginal 
or low-cost producers get their larger profit, not because 
they are profiteers, but because the price, as fixed by 
competition, must be high enough to cover the costs of 
the high-cost producers. 


Cost of Selling Included in the Cost Principle. As viewed 
by the economist, the cost principle includes the cost 
of selling as part of the cost of production; for produc- 
tion, in economics, is broadly defined as the process by 
which management adds utility (want-satisfying power) 
to nature (meaning all wealth gratuitously supplied by 
Providence, such as virgin soil and water and ore de- 
posits) by means of labor and capital (capital here mean- 
ing “capital goods,” such as factory buildings, machines, 
tools, warehouses, freight cars, and so on). 

Some productive processes add form utility, as by 
converting steel ingots into steel rails; others add time 
utility, as in the cold storage of eggs; still others add 
place utility, as in transporting oranges from California 
to New York. Selling is the process that aids in adding 
time and place utility to nearly all products. Selling, 
therefore, is a definitely productive process, and the econ- 
omist sometimes calls it “demand production.” 
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This broader conception of production is brought to 
mind because it throws some light on the right attitude 
toward selling costs on the part of management. 
Altho organized as a separate department for purposes 
of profitable management, selling is, in reality, part of 
the productive process. The cost of selling, of course, 
must be covered in the selling price along with cost. of 
production, in the usual meaning of that term, and it is 
just as important to strive to lower selling costs as it 
is to strive to lower plant or store operating costs. An 
increase in the selling cost per unit of product sold is 
advisable, however, when it is necessary in order to get 
a sales volume large enough to keep the plant busy up 
to its capacity, if the larger output will cut the cost of 
production per unit of product more than enough to 
balance the higher selling cost per unit of product. For 
then the higher selling cost would give an increase in 
net profits, which is the ultimate aim of management; 
and the eyes of an executive must always be centered 
upon the ultimate objective. 


THE RELATION OF PRICES TO SELLING COSTS 

There are few such cases, however, where higher sell- 
ing costs are advisable. In most cases an increase in 
selling costs means a decrease in net profits. Lower sell- 
ing costs in attaining the desired volume of sales are a 
prime objective of sales management, altho the sales 
manager must be able to see the possible necessity of 
higher selling costs, as above pointed out. 


An executive must also bear in mind the fact that 
selling costs are influenced by selling prices. If selling 
prices are lowered, this ordinarily means easier sales and 
lower selling costs. But if prices are higher than those 
asked by competitors, quality of product and service 
considered, selling costs will ordinarily be higher. It 
is possible, of course, thru superior management of sell- 
ing and advertising, or as a result of accumulated prestige 
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and good will, to keep selling costs low, even tho selling 
prices are comparatively high. 


In considering the problem of whether to raise or lower 
a selling price, the important question is, “How will the 
change affect net profits?” For example, the manage- 
ment of a concern may lower its selling price in order 
to produce greater sales and larger output, and thus gain 
a lower cost per unit of product made and sold. This 
would bring an increase in net profits if the cost per 
unit of product made and sold is lowered more than the 
decrease in selling price, or if the additional sales at the 
lower price are sufficient to offset a decrease in profit 
on each unit of product made and sold. In other words, 
if larger sales and output do not bring a lowering of 
costs sufficient to maintain as large a spread between 
cost and selling price as obtained at the higher price, 
we may still be able to gain a greater total of net profits 
as a result of a greater volume of sales stimulated by 
the lower price. 

In deciding on a change in selling price, the effect of 
the new price on both the net profit per unit of 
product made and sold and on sales volume must be 
considered. 

In applying this principle we must bear in mind the 
fact that there is an important difference between net 
profits per unit of product sold and net profits. For 
example, the net profit per unit of product sold may 
be, say, 50 cents per unit on a sales volume of 100,000 
units, which is $50,000 of net profits; but the net profit 
would be but $44,000 if sales volume were only 80,000 
units at a net profit of 55 cents per unit sold. Again, the 
sale of 100,000 units of product at a net profit of 50 
cents per unit would yield less net profit earned than the 
sale of 120,000 units at a net profit of 45 cents per unit. 
That is obvious. But a business executive must guard 
against overlooking any significant considerations that 
may be neglected simply because they are so obvious. 
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BASIC QUESTIONS IN CONSIDERING PRICE CHANGES 


Let us now make an executive analysis of this problem 
of the advisability of lowering or raising the price of a 
product. We saw above that there are two basic ques- 
tions to be answered: 

1. What will be the effect upon sales volume? 

2. What will be the effect upon cost per unit of product 

made and sold? 

Cost per unit of product made and sold includes cost 
of production, cost of selling, and overhead or admin- 
istrative cost; that is, total costs. Thus the second ques- 
tion above includes three questions: 

1. How will a change in price affect selling costs and to 

what extent? 

2. How will it affect the cost of production? 

3. How will it affect administrative expenses? 

We have seen how a new price may raise or lower 
selling costs, and how, in exceptiona! cases, a higher 
selling cost may be necessary in order to get a larger 
sales volume. In nearly all cases we want a greater 
sales volume, and in all cases we want a lower percentage 
of selling cost, if we can get it. Also we want lower 
cost of production per unit of output, with maintenance 
of the right quality of product. We know that a reduc- 
tion of expenses at any point in a business is an addition 
to net profits unless the reduced expense at one point 
in the business should cause a proportionately greater 
increase in expenses elsewhere in the business, as when 
a lower cost of production is gained by lowering the 
quality, and the poorer quality brings an increase in 
selling costs greater than the decrease in production costs. 


Suppose that thru good management we have attained 
a relatively low cost of production. Should we lower the 
price of the product? If we do, what would be the effect 
on profits? Would the lower price give us an increased 
volume of sales, and do we want it? Can we finance 
and otherwise take care of this increased business in the 
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near future? Would increasing our rate of production 
serve to cut our production costs still lower? In other 
words, are we producing under conditions of decreasing 
cost; that is, do our costs of production tend to decrease 
as output increases? Also, as previously pointed out, 
what would be the effect on selling costs? Thus— 

An efficient executive asks leading questions, the 

answers to which give him facts that are basic in mak- 

ing sound decisions. 

Ordinarily a price is voluntarily lowered with a view 
toward increasing sales and gaining a lower selling cost. 
Sales are increased in order either to move a surplus of 
finished products or to absorb a larger current output 
and thereby be able to operate on a larger scale, with 
a lower cost of production arising from the various econ- 
omies that accrue from larger-scale production. 

We need to know, therefore, whether our business op- 
erates under conditions of increasing, decreasing, or of 
approximately constant costs; that is to say, does the 
cost per unit of product increase, decrease, or remain 
constant as output is increased? 

Have we reached the output capacity of our physical 
plant? If not, we are likely to be operating under de- 
creasing cost, with a decrease in the cost of production 
per unit of product as our output grows larger. But if 
we are producing to capacity, then additional output 
would involve an addition to our plant capacity. Could 
we finance this addition? And how about the labor sup- 
ply? Would the difficulty of increasing the labor force 
and the probable increased cost of supervision increase 
our cost of labor? 


THE LAW OF NONPROPORTIONAL RETURNS 
The economic law of nonproportional returns applies 
to producing costs and to selling costs. This law tells 
us that sooner or later, as sales and output are increased, 
a point is reached where the cost per unit of product 
made and sold begins to increase. When this happens 
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it is called the point of “diminishing returns” per unit 
of product. But this is not necessarily the point of 
diminishing net profits. As we saw on a preceding page, 
we may be able to earn more net profits by producing 
and selling more units of product at less net profit per 
unit of output. 


Another aspect of the application of this law of non- 
proportional returns relates to additions of men and 
equipment. As more and more workers, for example, 
are added to a plant or department, the time comes, 
sooner or later, when each new man added gives us a 
decrease in returns in comparison with previous addi- 
tions. If we keep on adding more and more workers, 
we finally reach a point where net profits are lowered. 


Certainly we want to know it when we have too much 
supervision and overhead control, or not enough; too 
many salesmen, or not enough; too many laborers, or 
too few; too many machines; and so on. ‘This strikes 
at the heart of the reason for control by means of accurate 
cost records properly classified. The application of this 
law of nonproportional returns in a business also em- 
braces the right interpretation of the cost records, for 
the purpose of developing a well-balanced business. Later 
on in this study of profitable management considerable 
attention will be given to the problem of relating pro- 
duction, purchasing, sales, financing, and so on, one to 
the other and each one to the business as a whole. Then 
we shall be ready to take up in detail the essential prob- 
lems of all the major divisions or departments of busi- 
ness management, each one coming in at the point where 
we shall be best able to appreciate its true place and 
significance, so that we shall not get lost in detail. 

It is, in fact, a fundamental principle of profitable 
management that an executive shall not allow himself 
to get tangled in detail. 

At present, our aim is to get a good working grasp 
of the economic fundamentals that give us a broad and 
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deep understanding of the ocean of business as the basis 
for a better understanding of the currents and the waves 
of detail. 

OTHER ASPECTS OF THE PRICE PROBLEM 

While there is a general tendency among sellers to get 
the highest price they can get for what they sell, yet it 
is not always the best policy for them to fix the price 
as high as possible. Charging all the traffic will bear 
for a commodity or service may force a satisfactory sub- 
stitute for that commodity or service into the market, 
and the substitute may completely replace the high- 
priced goods or services. Where profits are unduly high, 
even tho the high price is made possible by a monopolis- 
tic control of supply, they clearly indicate to others that 
it would be highly profitable to figure out another and 
perhaps a better way of satisfying the want in question. 
Few producers possess an absolute monopoly in satisfy- 
ing particular wants, apart from expedient or natural 
monopolies, such as light and power companies and cer- 
tain other public utilities. And the prices charged by 
such expedient monopolies are, nearly everywhere, regu- 
lated by law. 

In fixing a price we must keep in mind the possible 
development of substitutes; also the fact that demand 
for nearly all products and services tends to vary in- 
versely with the price, and that this does not necessarily 
apply in all cases. Suppose, for example, there were 
three or four good check protectors on the market. Your 
check protector is superior to the others, yet your cost 
of production is such as to enable you to sell below the 
price asked for the others. In this case you would not 
necessarily cut your price below the other prices. A 
lower price might cause greater difficulty in convincing 
prospective buyers that your machine is in reality better 
than the others, while a somewhat higher price might 
facilitate your salesman’s effort to impress prospective 
buyers with the superiority of your product. This is 


34 ECONOMIC PRINCIPLES OF MANAGEMENT 


a psychological question. It is usually answered by 
experimenting with different prices. 


Sometimes there is opportunity to exact an excessively 
high price and get away with it for the time being, but 
an efficient executive always thinks twice before asking 
a very high price just because he can sell at that price. 
He looks ahead and asks himself what will be the effect 
on future sales. During the post-War boom in 1919 and 
early in 1920 a few of the steel companies charged the 
very highest prices they could get. But other companies 
did not follow this policy, and later on these other com- 
panies kept their mills running on unfilled orders taken 
at a time when they could have demanded the top prices. 
True, these mills had to reduce their output during the 
ensuing depression; but some of their formerly high- 
priced competitors were then closed down tight. Buyers 
of steel or of any other commodity have a way of re- 
membering when they are held up on prices. It is al- 
ways wise to exercise foresight concerning the hindsight 
of customers. 


KNOWING THE FACTS ABOUT DEMAND AND SUPPLY 


We can well afford to make sure that we thoroly under- 
stand the true nature of the demand for our product or 
service—the degree of necessity and permanency of de- 
mand; whether demand is based to a large extent merely 
upon buying habit or upon definite and conscious choice 
of the product as the best of several means of satisfying 
a want; that is, whether the buyers know exactly why 
they buy our product instead of some competing product. 
We must impartially weigh the relative merits of our 
product or service as compared with competing products. 
We must know the extent to which the want or need for 
our product or service is in competition with other wants 
or needs, which, if satisfied, would cut down demand for 
our product or service. The intense desire for auto- 
mobiles, for example, adversely affects the demand for 
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pianos and for fine clothes, while radio fanism affects the 
patronage of moving-picture houses. 

The efficient manager knows that surface evidences of 
demand are often misleading. He realizes that demand 
is evidenced by consumption of goods and services and 
that consuming habits and customs are ever changing. 
He is guided wherever possible by reliable statistical 
facts concerning the per capita consumption, compara- 
tive quantities as consumed in different parts of the 
country, by different classes of people, and the like. He 
eliminates guesswork. He knows the essential conditions 
of supply as well as demand; how the total productive 
capacity of all producers of his product, for example, 
compares with actual and potential demand; the trend 
of stocks, whether moving steadily into the hands of ulti- 
mate consumers or resting on dealers’ shelves; and so on. 

Efficient management knows all important facts about 
demand and supply. It gets the facts by using all 
available sources of reliable information. 

Such facts form the basis of important decisions con- 
cerning policies and methods. The facts are interpreted 
in accordance with sound economic laws and principles. 
These laws and principles reveal the true relation be- 
tween a business and business conditions in general, and 
they enable an executive to anticipate, to a considerable 
extent, forthcoming changes in business conditions, to 
which his policies and methods must be adapted, as fully 
explained in our third executive manual. 


A SUMMARY OF THE FACTORS THAT INFLUENCE PRICES 

In concluding our analysis of the economic funda- 
mentals relating to prices and costs, let us now sum- 
marize the basic factors that cause a change in the prices 
of the things we buy and sell, realizing that changes in 
the prices of the things we buy cause changes in our 
costs. 

We shall, in this analysis, add one fundamental factor 
not heretofore mentioned. It is a factor that at times 
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affects the level of all prices; namely, changes in the 
country’s gold supply. Let us see how a substantial 
increase or decrease in the gold supply may affect the 
level of prices. 

First, suppose there is a decrease in the amount of 
gold held in reserve by the banks of the country against 
daily withdrawals of cash by depositors, and suppose 
this decrease of gold reserves in relation to deposits gets 
too low for assurance on the part of the banks that they 
will be able to meet the daily demands upon them for 
cash. Then it is necessary for the banks to build up 
their cash reserves. They can do this by cutting down 
their deposit liabilities; that is, by cutting down the 
amount of funds on deposit, which deposits are a lia- 
bility from the viewpoint of the bank. The greater the 
amount of deposits subject to withdrawal by customers 
of the bank, the greater are the bank’s deposit liabilities 
and the more cash the bank must have with which to 
meet the daily withdrawals of its customers. But the 
banks can cut down deposits by calling in a part of out- 
standing loans and they can make fewer new loans. This 
serves to cut down deposits, for loans made by banks to 
a business man are nearly always placed on deposit in 
the bank that makes the loan, and the business man 
draws checks against the deposit of the money he bor- 
rows from the bank. 

If business men find it difficult to make new loans, if 
interest and discount rates are high and the banks refuse 
many requests for loans, then many business men have 
to curtail their operations. There is a slowing up of 
demand for many kinds of goods and services, which 
causes a fall in prices. 

On the other hand, if bank reserves are high, if there 
is plenty of gold in the country for use as bank reserves, 
if money and credit (loanable funds) are plentiful and 
interest and discount rates are low, then, during such 
times, business men ordinarily tend to borrow more for 
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expansion of business. General business expansion in- 
creases the demand for materials, supplies, and labor; 
therefore prices tend to rise. Thus there is a direct con- 
nection between rising prices and an increasing stock of 
gold if business men and bankers are disposed to expand 
business operations at times when the amount of loan- 
able funds available in the banks is comparatively large. 

If the gold supply of a country runs low and bank 
reserves get below the point of safety in relation to bank 
loans and deposits, then tight money tends to cause 
prices to fall with contraction of business operations, 
unless paper currency is inflated; that is, unless paper 
currency is issued in excess of the safe amount in relation 
to gold reserves. Since the War, the paper currencies of 
many European countries have been greatly inflated. 
The more a currency is inflated the less it is worth; 
therefore the higher prices go in that country. 


If this matter of the relation of the gold supply and of 
currency inflation to prices is not clear from the very 
brief foregoing explanation, we shall have another oppor- 
tunity to add to our understanding of it later on; for this 
quantity-of-money principle is explained more fully in 
our study of changes in the purchasing power of the dol- 
lar, in a later manual. 


CHANGES IN THE RELATIONSHIP OF SI7PPLY AND DEMAND 


While changes in the gold supply tend to affect the 
prices of all things, as above explained, we are at this 
point more interested in the cause of changes in the price 
of individual commodities; and, early in this executive 
manual, we saw that the basic cause of a change in the 
price of any product or service is a change in the rela- 
tionship of supply and demand. A change in this rela- 
tionship may be caused by: 

1. An increase in supply in relation to demand; which tends 

to cause the price of an individual commodity to fall; 
or by 
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2. A decrease in supply in relation to demand; which tends 

to cause the price of an individual commodity to rise; 
or by 

3. An increase in demand in relation to supply; which tends 

to cause the price to rise; or by 

4, A decrease in demand in relation to supply; which tends 

to cause the price to fall. 

Let us remember the foregoing effects on prices come 
from changes in the relationship of effective demand and 
effective supply; that is to say, changes in the relation- 
_ship of the quantities supplied and demanded at the cur- 
rent market price. When the quantity demanded at any 
one price comes to exceed the quantity supplied at that 
price, competition among buyers raises the price; when 
the quantity that sellers wish to supply at any one price 
comes to exceed the quantities that buyers will take at 
that price, competition among the sellers lowers the price. 


FACTORS THAT INFLUENCE SUPPLY AND DEMAND 


It is one thing to know that a change in the relation- 
ship of effective supply and effective demand of a prod- 
uct or service is the fundamental cause of a change in 
the price of that product or service; it is another thing to 
recognize and weigh the factors which change the rela- 
tionship of supply and demand. Sometimes the change 
in this relationship is caused by a change on the side 
of demand, sometimes on the side of supply; and again 
it may be a simultaneous change in both supply and 
demand. 


It is therefore necessary to know what are the more 
basic causes of changes in supply and in demand. First, 
what are some of the basic causes of changes in the 
supply? They are: 

1. Discovery; of new supples of natural resources, as in the 

case of crude petroleum, gas, ores, coal, and so on. 

2. Inventions; which permit greater production and lower 

costs of production, such as the reaper, and even the tele- 


phone—all inventions that directly or indirectly facilitate 
production. 


10. 


idk 
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The Weather; as in the ease of crops. 

Labor; its efficiency; greater output per man yields in- 
creased production. 

Capital; its scarcity or abundance, as used in production 
by business men. 

Management ; its efficiency. 

Demand; when, for instance, its excess over supply brings 
higher prices, which, in turn, call forth greater produc- 
tion. 

Costs ; their relation to selling prices. When, for instance, 
the spread between costs and selling prices is wide—that 
is, where margins of profit are good—production tends to 
increase. 

The Judgment of Men; concerning quantities to be pro- 
duced from time to time. This judgment is influenced by 
several of the foregoing factors; also by sales plans and 
methods and estimated possibilities, and at times it is mere 
guesswork. 

Speculation; buying and holding for the rise, and thus 
creating an artificial scarcity. 

Price Changes; as indicated in No. 7 above; also in No. 10. 
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Such are some of the more basic factors that cause 
changes in supply. Next, what are some of the more 


fundamental causes of changes in demand? They are: 
1. 


Discoveries and inventions; thru changes in production 
which affect changes in demand for materials of many 
kinds, and of labor and capital goods. 

The Weather; for example, the effect of a late spring on 
the demand for wearing apparel. 

Employment and Wages; changes in purchasing power as 
a whole and among classes of workers or by territorial 
divisions. 

Management ; as applied particularly in sales strategy and 
effort, including advertising. 

Changing Habits and Customs of Consumers; many of 
which, such as temporary fads, are to be explained purely 
upon psychological grounds. 

Supply; when for instance, its excess over consumption 
brings a lower price, which calls forth an increase in the 
quantities demanded. 

Speculation; buying and holding for the rise; that is, buy- 
ing more than otherwise would be bought at the current 
price. 

Price; as indicated above in No. 6; also in No. 7. 
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9. The Judgment of Business Men; as applied to their es- 

timate of supplies needed. 

It is apparent that some of the fundamental factors 
above mentioned are the same in each case; that is, some 
of them, such as the weather, discoveries and inventions, 
speculation, and so on, affect both supply and demand. 
It is also apparent that there are innumerable factors 
involved in effecting changes in the relationship of sup- 
ply and demand. Transportation facilities, legislation, 
politics, wars, cyclones, immigration—in short, every 
development and activity—has its direct or indirect effect 
upon the supply of and the demand for many commodi- 
ties. The important point to keep in mind is that— 

In explaining or in forecasting price changes, ALL 
important factors that influence BOTH supply and 
demand must be considered. 

Let us remember that the two blades of the shears 
(supply and demand) always operate together in chang- 
ing prices; that an increase or a decrease in supply or in 
demand alone will not necessarily cause a change in price. 
It is a change in the relationship of effective supply and 
effective demand that causes a price to change. 


In the next executive manual we shall take up the 
economic problem of changes in general business condi- 
tions, for the purpose of developing the ability to look 
ahead in business and profitably to adapt our policies 
and practice to changing conditions. 


CHECK-UP ON PRINCIPLES 


Use this Check-Up to get the principles of this manual firmly 
fixed in mind. This will help you to handle the problem which 
follows. This check-up is entirely for your own personal use, so 


you need not send it in to the University. 





The demand for a certain product fluctuates widely, 
but owing to the fact that the volume of production of 
the plants manufacturing it can be increased or de- 
creased quickly, the supply approximates the demand at 
all times. Will the price of the product of such an in- 
dustry fluctuate in about the same way as the demand 
for the product? 


Do rising prices always lead to a falling off in de- 
mand? 





Is there a difference between desire and effective de- 
mand? 


Has desire alone any influence in bringing about 
changes in price? 


Assume 550,000 bushels of corn were produced in 
Cole County, Illinois, in 1923, the market price being 
71 cents at the corn-gathering time. 100,000 bushels 
were held for feeding purposes and 150,000 bushels 
were held for a higher’ price than 71 cents. Was the 
effective supply of corn grown in Cole County, Ilinois, 
while the price stood at 71 cents, 400,000 bushels? 


Assume that the price of men’s all-wool clothing in- 
creases 25 per cent; will this be likely to cause a de- 
crease in the effective demand for men’s all-wool cloth- 
ing? 


Assuming again that the above is true, will there also 
be likely to be a decrease in the effective demand for 
men’s clothing made from cloth which is part wool and 
part cotton? 


Assume that at the present time, the price of cotton 
is 5 per cent higher than it was six months ago. Is 
the gold dollar used to-day for the purchase of cotton 
worth more than it was six months ago? 


Would it be an advantage to borrow a large sum of 
money for a period of years if the trend of the price 
level during this period is likely to be downward? 
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Check 
Yes| No 
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Are sellers of a commodity always a more active force 
in the changing of a price than the buyers of that com- 
modity? 


Do “marginal” sellers decrease effective supply when 
the price falls? 


Steel ingots are melted in Pennsylvania; then the 
steel is specially treated, and is made into rods to be 
used in making high-speed cutting tools. These rods 
are sold and shipped to a steel jobber in Chicago who 
holds them in stock until his customers need them. 
They are then delivered to the customers who work up 
the rods into cutting tools. Have “time,” “place,” and 
“form” utility, all three, been added in this process? 


Does the lowering of the selling price of a product 
necessarily result in a lower net profit to the corporation 
selling the product? 





Does the increase of selling cost necessarily result in a 
lower net profit to the corporation? 





Does going beyond the point of diminishing returns 
in the production and sale of a product necessarily mean 
that the net profits of the organization will decrease? 





Check 
Yes| No’ we 


oe 





From a sales point of view, will the lowering of price 
to a point below that asked by competitors for similar 
products which are of an inferior grade, necessarily 
mean that it will take less sales effort to sell the prod- 
uct? 
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Executive Problem 2 
DEVELOPING A BUSINESS 


Applying Economic Fundamentals 


Unvber THe LaSaute Prostem Merrop 


HE experience you will get in applying the 

principles of business management involved 
in this executive problem will give you in- 
creased confidence in your knowledge and a 
greater assurance in your ability to handle 
situations that may arise in your own business 
relations. 





Prepared by the Research and Consultation 
Staff of LaSalle Extension University from an 
interesting problem which it has carefully in- 
vestigated and analyzed. 


Your Stupy PROCEDURE 


When you have carefully read and studied the Executive 
Manual and have used the Check-Up on Principles to 
secure a better grasp on principles, you are ready for the 
final step. 


Tho it will take you only a short time, relatively, to take 
your final step, a very great personal benefit awaits your 
reading and handling of the executive problem. 


What is true of this problem is true of all of them. You 
read a Statement of Facts, observe what are the more im- 
portant facts, analyze these facts to get at the heart of the 
situation, reach a decision regarding the best thing to do, 
reach judgment, and act accordingly. 


The facts as presented are representative of what execu- 
tives face. They have been especially selected because they 
present a practical business situation which is comprehen- 
sive and makes it possible for you to apply practically every 
fundamental principle presented in the manual. You will 
employ your powers of analysis in the manner and form 
that is characteristic of successful executive analysis and 
will decide and act as executives do. 


When you have carefully digested the Statement of Facts 
in the problem, you are ready to take up your Working 
Papers. These Working Papers are developed in the form 
which corresponds closely to that in which a real executive 
gets his facts together, thinks them over, decides upon them, 
and initiates whatever action is necessary. You will be 
able to reach your decision with very little writing, for a 
premium in business, as well as in this plan of training, is 
placed upon headwork rather than upon penmanship. 


When you have completed your Working Papers, send 
them to the Business Management Instruction Staff, who 
will give them careful, individual, and personal attention. 








44 


Executive Problem 2 
DEVELOPING A BUSINESS 


You will remember that the very first sentence of this 
manual spoke of picking out the fundamental principles 
of successful business management by taking apart and 
examining the operation of the different processes. Now 
you are to have an opportunity to pick out from a de- 
scription of some of the management processes of a suc- 
cessful automobile corporation the fundamental prin- 
ciples which have contributed to its success. 


The first part of this statement of facts is based upon 
the annual reports of the president of this automobile 
manufacturing corporation to the stockholders. This 
president tells with unusual frankness and clearness of 
the policies, plans, attainments, expectations, and so on, 
of the business. By giving his reports careful considera- 
tion, the stockholders and any others who are interested 
may judge whether or not the business is being efficiently 
managed, and also get a clear idea of what the policies 
of the management are. 


The paragraphs are numbered consecutively for use as 
directed in the accompanying working papers. As you 
read each paragraph, be on the lookout for facts which 
indicate the application of one or more of the economic 
principles discussed in the previous pages. 


STATEMENT OF FACTS 


1. This well-known automobile manufacturing company turned 
out 35,000 cars in 1915 and 145,000 in 1923. The total assets of the 
company increased from $9,800,000 in 1911 to $122,000,000 in 1928, 


45 


46 ECONOMIC PRINCIPLES OF MANAGEMENT 


mostly by using its annual profits to expand the business. Surely 
such a growth could be made only by an organization of executives 
who are able to think and act along lines that are in accordance 
with sound economic principles of management. 


2. This corporation had built up a strong prestige on another 
product before it began to manufacture automobiles. But it saw 
the approaching popularity of the automobile and early got into 
the business by purchasing a small company that was making a 
medium-priced car but had not made a success of it. 


3. In the early years of its experience as a producer of auto- 
mobiles the management studied carefully all the factors that might 
affect the automobile business, and drew up an expansion program 
that would enable them to take full advantage of their opportunity 
arising from a rapid and general growth in demand for automobiles. 
This plan called for the erection of large factories at two strategic 
points, and the building up of an organization of distributors which 
could dispose of the output of these plants. This expansion program 
was to be spread over five years, and was to be financed out of 
profits. Construction was started at once, but was interrupted by 
the War. 


4. The president anticipated the end of the War. While his fac- 
tories were industriously turning out war materials of many kinds, 
his engineers were perfecting the design of three entirely new 
models. As soon as the factories were released from making war 
materials, production of these new models was started. 


5. You will remember that there was a post-War boom in almost 
all lines of business, and altho this created large demands upon the 
production departments, it also gave rise to certain difficulties. 
For instance, during the last half of 1918 and during the whole of 
1919 expansion of the production of this corporation was slowed up 
because of the restricted supply of iron and steel and labor. 


6. It was fairly clear by the beginning of 1919 that the capital, 
space, and personnel devoted to the manufacture and distribution 
of the original product could be used to much better advantage in 
extending the manufacture of automobiles. 

7. Therefore, in 1919 and early in 1920 the tools and equipment 
used in making the original product were sold at good prices, for 
that was a time of very high and rapidly rising prices; also stocks 
on hand of materials, parts, and supplies used in making the original 
product were sold at that time. The space and personnel released 
by discontinuing the original product were then used to manufac- 
ture closed bodies for each of the three models of automobiles, giy- 
ing this company direct control of the quality and quantity of 
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bodies desired. The savings made by the manufacture of closed 
bodies and other parts which had formerly been purchased from 
other organizations greatly exceeded the profit that had been 
realized on the discontinued line of products. 


8. Production schedules were always made for only short periods 
ahead. So closely did the management gauge the number of cars 
that they could sell each year, that it was never necessary for them 
to make any price concessions in order to sell a surplus stock of cars. 


9. The management always courageously met changing business 
conditions. For instance, many organizations were inclined to con- 
sider the great depression of 1920-21 as not only an evil which was 
entirely beyond their control, but one the dire consequences of 
which could not be avoided. 


10. Not so with the management of this corporation. When the 
bottom dropped out of the automobile market in 1920, they an- 
nounced sharp cuts in the prices on their cars, effective October 1. 
A marked increase in business resulted during the months of 
October and November, because their prices were set at a point 
considered to be very reasonable by the public. This company knew 
that costs would come down during the depression. But the price 
reductions were put into effect in advance of reduced manufacturing 
costs, and naturally this caused a reduction in profits at the time, 
but it helped greatly in keeping up the sales volume and allowed 
the company to keep its organization together. The eventual result 
of this policy, which called for increased sales effort as well as 
lower prices, is shown in the fact that while the number of cars 
produced and sold by this company in 1921 was 29.5 per cent over 
1920, other automobile manufacturers, as a whole, excluding the 
largest producer, showed a loss of 45 per cent under 1920. 


The remainder of the story of this automobile company’s develop- 
ment is told by selected quotations from the annual messages of the 
president for 1922 and 1923. 


11. “In March, it became apparent that an overwhelming de- 
mand was upon us, and we met it to the extent of our ability by 
increasing operations to capacity production of 440 cars per day. 


12. “The demand continued unabated until November, when 
orders for open cars decreased, due to cold weather, and we cur- 
tailed production accordingly. However, the total demand for the 
year exceeded our capacity by thousands of cars.” 

13. “Extensions: The plant-expansion plans adopted in 1916 
have been consistently carried forward and with much progress since 
the Armistice freed us from war service. Floor area, equipment, 
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and productive capacity have been more than doubled, while costs 
have been greatly reduced by manufacturing economies and better 
methods, together with the making of parts previously pear and 
by multiplied savings from quantity production. * * 


14. “Outlook for 1923: Based upon the satisfactory condition 
of business at home and improvements that have been and are 
occurring in foreign countries, and especially because of the strong 
commercial position of the corporation, it appears that business this 
year should be obtained in large volume. 


15. “Accordingly we are planning to produce in the first quar- 
ter 35,000 cars, as compared with 26,665 cars last year and 10,983 
cars the previous year in the same quarter. The management be- 
lieves that business for the year as a whole will show a substantial 
increase over that of last year.” * * * 


16. “The flare-up in prices last spring and summer (1923) in- 
creased the cost of materials and supplies used in the production of 
the third and fourth quarters by 10 per cent, and costs were further 
increased by curtailments of production in the fourth quarter. 


17. “Prices: Substantial reductions in manufacturing costs of 
closed bodies made in the new plants permitted reductions December 
1, 1923, in prices of all closed cars, and thereby increased the values 
now offered buyers. * * * 

18. “These mammoth, modern, and efficient plants, paid for out 
of earnings, fortify the corporation to meet competition, make 
money, and maintain its leadership as a quality producer. Large 
savings will continue to accrue from these investments and from 
the mammoth new iron foundry now being constructed, with capac- 
ity to make all castings for 1,000 cars per day. Most satisfactory 
results are being obtained from the two big, new closed-body plants, 
with a combined capacity of 300 bodies a day. The new electric 
power plant is now supplying all electric power and light require- 
ments at 30 per cent less than previous purchased cost.” 


Now that you are familiar with this statement of facts, 
the next thing to do is to take up the working papers 
which accompanied this manual and proceed with your 
solution of the problem. 
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